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PREFACE

The global financial and economic recovery remains fragile, threatened by emerging risks,
constraints in public investment and other factors. For the recovery to remain on track,
private investment is crucial for stimulating growth and employment. Foreign direct in-
vestment (FDI) has a major role to play.

The World Investment Report 2010 highlights a promising outlook: after a significant
global FDI downturn in 2009, flows worldwide are expected to recover slightly this year,
with a stronger recovery in 2011 and 2012. Overall, countries continue to liberalize and
promote foreign investment, although there has also been an increase in new policy mea-
sures regulating foreign investment. Countries remain receptive towards FDI, seeing it
as an important external source of development finance.

This year’s Report focuses on climate change, and in particular the role of transnational
corporations. As enterprises with formidable knowledge, cutting-edge technology, and
global reach, TNCs are necessarily among the primary actors in the global effort to reduce
greenhouse gas emissions and shift towards a low-carbon economy. The Report stresses
that with the right policy initiatives, incentives and regulatory framework, TNCs can and
must contribute significantly to both mitigation and adaptation. It also proposes a global
partnership to galvanize low-carbon investment and advocates concrete initiatives such
as a new technical assistance centre to support policy formulation and implementation in
developing countries.

This twentieth anniversary edition of the World Investment Report continues the series’
tradition of serving as a leading reference for policymakers, investment promotion agen-
cies, business, academia, civil society and others. The series has been contributing to
investment policy-making at the national and international levels. I commend it to all
involved in our common quest to build a better world for all.

B o o —

BAN Ki-moon
New York, June 2010 Secretary4General of the United Nations
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KEY MESSAGES

FDI Trends and Prospects

Global foreign direct investment (FDI) witnessed a modest, but uneven recovery in the
first half of 2010. This sparks some cautious optimism for FDI prospects in the short run
and for a full recovery further on. UNCTAD expects global inflows to reach more than
$1.2 trillion in 2010, rise further to $1.3—1.5 trillion in 2011, and head towards $1.6-2
trillion in 2012. However, these FDI prospects are fraught with risks and uncertainties,
including the fragility of the global economic recovery.

Developing and transition economies attracted half of global FDI inflows, and invested
one quarter of global FDI outflows. They are leading the FDI recovery and will remain
favourable destinations for FDI.

Most regions are expected to see a rebound in FDI flows in 2010. The evolving nature
and role of FDI varies among regions. Africa is witnessing the rise of new sources of
FDI. Industrial upgrading through FDI in Asia is spreading to more industries and more
countries. Latin American transnational corporations (TNCs) are going global. Foreign
banks play a stabilizing role in South-East Europe, but their large scale presence also
raises potential concerns. High levels of unemployment in developed countries triggered
concerns about the impact of outward investment on employment at home.

Overcoming barriers for attracting FDI remains a key challenge for small, vulnerable and
weak economies. Overseas development assistance (ODA) can act as a catalyst for boosting
the role of FDI in least developed countries (LDCs). For landlocked developing countries
(LLDCs) to succeed in attracting FDI they need to shift their strategy to focus on distance
to markets rather than distance to ports. Focusing on key niche sectors is crucial if small
islands developing States (SIDS) are to succeed in attracting FDI.

Investment Policy Developments

A dichotomy in investment policy trends is emerging. It is characterized by simultaneous
moves to further investment liberalization and promotion on the one hand, and to increase
investment regulation in pursuit of public policy objectives on the other.

Economic stimulus packages and State aid have impacted on foreign investment, with no
significant investment protectionism observed so far.

The IIA universe is expanding rapidly, with over 5,900 treaties at present (on average
four treaties signed per week in 2009). The IIA system is rapidly evolving as well, with
countries actively reviewing and updating their ITA regimes, driven by the underlying need
to ensure coherence and interaction with other policy domains (e.g. economic, social and
environmental).
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Global initiatives, such as investment in agriculture, global financial systems reform, and
climate change mitigation are increasingly having a direct impact on investment poli-
cies.

Investing in a Low-Carbon Economy

TNCs are both major carbon emitters and low-carbon investors. They are therefore part
of both the problem and the solution to climate change.

TNCs can contribute to global efforts for combating climate change by improving produc-
tion processes in their operations at home and abroad, by supplying cleaner goods and
services and by providing much-needed capital and cutting-edge technology.

UNCTAD estimates that in 2009 low-carbon FDI flows into three key low-carbon business
areas (renewables, recycling and low-carbon technology manufacturing) alone amounted
to $90 billion. In its totality such investment is much larger, taking into account embed-
ded low-carbon investments in other industries and TNC participation through non-equity
forms. Already large, the potential for cross-border low-carbon investment is enormous
as the world transitions to a low-carbon economy.

For developing countries, low-carbon foreign investment by TNCs can facilitate the ex-
pansion and upgrading of their productive capacities and export competitiveness, while
helping their transition to a low-carbon economy. However, this investment also carries
economic and social risks.

“Carbon leakage” has implications for both global emission reduction efforts and economic
development. However, the extent of this phenomenon and its implications are hard to
assess. Instead of addressing the issue at the border (as discussed in the current debate),
it could be addressed at its source, working through corporate governance mechanisms,
such as improved environmental reporting and monitoring.

Policy needs to maximize benefits and minimize risks related to low-carbon investment,
based on individual countries’ social, economic and regulatory conditions. To support global
efforts to combat climate change, UNCTAD suggests a global partnership to synergize
investment promotion and climate change mitigation and to galvanize low-carbon invest-
ment for sustainable growth and development. Elements of this partnership would be:

» Establishing clean-investment promotion strategies. This encompasses developing
conducive host-country policy frameworks (including market-creation mechanisms)
and implementing effective promotion programmes (with key functions being investor
targeting, fostering linkages and investment aftercare). International financial institu-
tions and home countries need to support low-carbon investment promotion strategies,
in particular through outward investment promotion, investment guarantees and credit
risk guarantees.

* FEnabling the dissemination of clean technology. This involves putting in place an
enabling framework to facilitate cross-border technology flows, fostering linkages
between TNCs and local firms to maximize spillover effects, enhancing local firms’
capacities to be part of global value chains, strengthening developing countries’ ab-
sorptive capacity for clean technology, and encouraging partnership programmes for
technology generation and dissemination between countries.




Securing I1As’ contribution to climate change mitigation. This includes introducing
climate-friendly provisions (e.g. low-carbon investment promotion elements, envi-
ronmental exceptions) into future I1As, and a multilateral understanding to ensure the
coherence of existing IIAs with global and national policy developments related to
climate change.

Harmonizing corporate GHG emissions disclosure. This involves creating a single
global standard for corporate greenhouse gas (GHG) emissions disclosure, improving
the disclosure of foreign operations and activities within value chains, and mainstream-
ing best practices in emissions disclosure via existing corporate governance regulatory
mechanisms (such as stock-listing requirements).

Setting up an international low-carbon technical assistance centre (L-TAC). L-TAC
could support developing countries, especially LDCs, in formulating and implement-
ing national climate change mitigation strategies and action plans, as well as engage
in capacity and institution building. The centre would help beneficiaries meet their
development challenges and aspirations, including by benefiting from low-carbon for-
eign investment and associated technologies. Among others, L-TAC would leverage
expertise via existing and novel channels, including multilateral agencies.

Investment for Development: Challenges Ahead

The evolving TNC universe, along with the emerging investment policy setting, poses
three sets of key challenges for investment for development:

to strike the right policy balance (liberalization vs. regulation; rights and obligations
of the State and investors);

to enhance the critical interfaces between investment and development, such as those
between foreign investment and poverty, and national development objectives;

to ensure coherence between national and international investment policies, and between
investment policies and other public policies.

All this calls for a new investment-development paradigm and a sound international in-
vestment regime that effectively promotes sustainable development for all.
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OVERVIEW
FDI TRENDS AND PROSPECTS

Global foreign direct investment (FDI)
flows began to bottom out in the latter half
of 2009. This was followed by a modest
recovery in the first half of 2010, sparking
some cautious optimism for FDI prospects
in the short term. In the longer term, the
recovery in FDI flows is set to gather mo-
mentum. Global inflows are expected to
pick up to over $1.2 trillion in 2010, rise
further to $1.3—1.5 trillion in 2011, and head
towards $1.6-2 trillion in 2012. However,
these FDI prospects are fraught with risks
and uncertainties, including the fragility of
the global economic recovery.

The current FDI recovery is taking place in
the wake of a drastic decline in FDI flows
worldwide in 2009. After a 16 per cent
decline in 2008, global FDI inflows fell a
further 37 per cent to $1,114 billion, while
outflows fell some 43 per cent to $1,101
billion.

There are some major changes in global
FDI patterns that preceded the global crisis
and that will most likely gain momentum
in the short and medium term. Firstly, the
relative weight of developing and transition
economies as both destinations and sources
of global FDI is expected to keep increasing.
These economies, which absorbed almost
half of FDI inflows in 2009, are leading the
FDI recovery. Secondly, the recent further
decline in manufacturing FDI, relative to
that in the services and primary sectors, is
unlikely to be reversed. Thirdly, in spite
of its serious impact on FDI, the crisis has
not halted the growing internationalization
of production.

All the components of FDI flows — equity
investment, intra-company loans and rein-
vested earnings — contracted in 2009. De-
pressed levels of cross-border merger and
acquisition (M&A) transactions, as well as
the lower profits of foreign affiliates, had
a heavy effect on equity investments and
reinvested earnings. Improved corporate
profits have, however, supported a modest
recovery in reinvested earnings since the
second half of 2009. FDI showed renewed
dynamism in the first quarter of 2010. Cross-
border M&As — still low at $250 billion in
2009 — rose by 36 per cent in the first five
months of 2010 compared to the same period
in the previous year.

The slump in cross-border M&As accounts
for most of the FDI decline in 2009. Ac-
quisitions abroad contracted by 34 per cent
(65 per cent in value), as compared to a
15 per cent retrenchment in the number of
greenfield FDI projects. M&As are usually
more sensitive to financial conditions than
greenfield projects. This is because turmoil
in stock markets obscures the price signals
upon which M&As rely, and because the in-
vestment cycles of M&As are usually shorter
than those of greenfield investments. The
global crisis curtailed the funding available
for FDI, reducing the number of acquisitions.
While depressed stock prices reduced the
value of transactions, together with global
restructuring they also created opportunities
for the TNCs that were still able to access
finance. Although FDI flows through both
entry modes are showing signs of recovery
in 2010, M&As are rebounding faster.
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FDI declined across all three sectors — the
primary, manufacturing and services sectors.
Cyclical industries such as the automotive
and chemical industries were not the only
victims. FDI in industries that were initially
resilient to the crisis — including pharma-
ceuticals and food processing — was also
hit in 2009. Only a handful of industries
attracted more FDI in 2009 than in 2008,
namely electricity, gas and water distribu-
tion, as well as electronic equipment, con-
struction and telecommunications. In all,
FDI in the manufacturing sector was the
worst affected, reflected in a decline of 77
per cent in cross-border M&As compared
to 2008. The contraction in such transac-
tions in the primary and services sectors
was less severe — at 47 per cent and 57 per
cent respectively. This continued to push up
their relative weights in global cross-border
M&As at the expense of manufacturing.
Yet some industries in these sectors were
severely affected too: notably, the value of
cross-border M&A transactions in financial
services collapsed by 87 per cent.

FDI by private equity funds decreased by
65 per cent in terms of value, while FDI
from sovereign wealth funds (SWFs) rose
by 15 per cent in 2009. These funds together
accounted for over one tenth of global FDI
flows, up from less than 7 per cent in 2000
but down from 22 per cent in the peak year
of 2007. FDI by private equity funds was
affected both by the drop in their fund-raising
and by the collapse of the leveraged buyout
market. The value of cross-border M&As
by private equity funds went down to $106
billion in 2009, or less than a quarter of
its 2007 peak value. Nevertheless, smaller
transactions exhibited resilience, and the
number of acquisitions involving private
equity funds actually increased. Private
equity activity is showing signs of recov-
ery in 2010, but proposed regulation in the
European Union (EU) may restrict future
transactions. Funding for SWFs also suffered
in 2009, due to declines in commodity prices

and trade surpluses. Yet their FDI activity
did not decline, reflecting the relatively high
growth of the emerging economies that own
these funds. New investments were redirected
towards the primary sector and industries
less vulnerable to financial developments
as well as developing regions.

Despite its impact on FDI flows, the global
crisis has not halted the growing interna-
tionalization of production. The reduction
in sales and in the value-added of foreign
affiliates of transnational corporations
(TNCs) in 2008 and 2009 was more limited
than the contraction of the world economy.
As a result, foreign affiliates’ share in global
gross domestic product (GDP) reached an
historic high of 11 per cent. TNCs’ foreign
employment increased slightly in 2009, to
80 million workers. The rise of develop-
ing and transition economies is apparent
in international production patterns. These
economies now host the majority of foreign
affiliates’ labour force. In addition, they ac-
counted for 28 per cent of the 82,000 TNCs
worldwide in 2008, two percentage points
higher than in 2006. This compares to a
share of less than 10 per cent in 1992, and
reflects their growing importance as home
countries as well.

Foreign affiliates’ assets grew 7.5 per cent
in 2009, thanks largely to the 15 per cent
rise in inward FDI stock to $18 trillion. The
increase in FDI stock was due to a significant
rebound of global stock markets as well as
continued investment inflows of FDI, which
remained positive but expanded at a much
reduced pace than before.

FDI inflows to developing and transi-
tion economies declined by 27 per cent to
$548 billion in 2009, following six years




of uninterrupted growth. While their FDI
contracted, this grouping appeared more
resilient to the crisis than developed coun-
tries, as their decline was smaller than that
for developed countries (44 per cent). Their
share in global FDI inflows kept rising: for
the first time ever, developing and transition
economies are now absorbing half of global
FDI inflows.

Following a five-year upward trend, FDI
outflows from developing and transition
economies contracted by 21 per cent in
2009. However, with the rise of TNCs
from those economies, the FDI contraction
was also more muted than in developed
countries, where FDI outflows shrank by
48 per cent. FDI is also rebounding faster
in the developing world. The share of their
outward investment remains much smaller,
but it is accelerating and reaching a quarter
of global outflows.

Among the largest FDI recipients, China
rose to second place after the United States
in 2009. Half of the six top destinations for
FDI flows are now developing or transition
economies. Over two thirds of cross-border
M&A transactions still involve developed
countries, but the share of developing and
transition economies as hosts to those trans-
actions has risen from 26 per cent in 2007
to 31 per cent in 2009. In addition, this
grouping attracted more than 50 per cent of
greenfield projects in 2009. On the outward
investment side, Hong Kong (China), China
and the Russian Federation, in that order, are
among the top 20 investors in the world.

As highlighted by some of the data presented
above, the global picture of FDI flows belies
a more varied regional reality. Most FDI
in developing and transition economies
has flowed to a small number of countries,
mainly large emerging markets.

Following almost a decade of uninterrupted
growth, FDI flows to Africa fell to $59
billion — a 19 per cent decline compared to
2008 — mainly due to contraction in global
demand and falling commodity prices. Com-
modities producers in West and East Africa
were affected. Flows to North Africa also
declined despite its more diversified FDI
and sustained privatization programmes.
Contraction of investment in the services
sector in Africa was less pronounced than
in other sectors. Sustained by expanded
activity, the telecommunications industry
became the largest recipient of FDI inflows.
Recovering commodity prices and continued
interest from emerging Asian economies are
expected to feed a slow upturn in FDI flows
to Africa in 2010.

TNCs from developing and transition econo-
mies have increasingly been investing in
Africa over the past few years. They ac-
counted for 21 per cent of flows to the re-
gion over the 2005-2008 period, compared
to 18 per cent in 1995-1999. Investors
from China, Malaysia, India and the Gulf
Cooperation Council (GCC) are among the
most active — although Africa still makes
up only a fraction of their FDI. Investors
from Southern Africa and North Africa have
also raised their profile in the region. These
new sources of investment not only provide
additional development opportunities, but
are also expected to be more resilient than
traditional ones, providing a potential buffer
against crises.

Outward investment from Africa as a whole
contracted by half, to $5 billion. Outflows
from Southern Africa, however, expanded
to $1.6 billion in 2009, boosted by South
African investment, mainly in the rest of
Africa. Nevertheless, North Africa remained
the largest source of regional outflows, ac-
counting for over 50 per cent of the total.

FDI flows to South, East and South-East
Asia have experienced their largest decline
since 2001, but they are the first to bottom
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out from the current downturn. Inflows to
the region dropped by 17 per cent in 2009, to
$233 billion, mainly reflecting a decline in
cross-border M&As, which was particularly
severe in services (-51 per cent). As invest-
ment from developed countries plummeted,
intraregional FDI gained ground and now
accounts for as much as half of the region’s
inward FDI stock. Total outflows from the
region declined by 8 per cent to $153 billion,
with cross-border M&A purchases dropping
by 44 per cent. Against these trends China’s
outward investment in the non-financial
sector continued to expand, driven by a
continued search for mineral resources and
for the M&A opportunities created by global
industrial restructuring.

FDI in South, East and South-East Asia has
already started rebounding, and is likely to
pick up speed as the region plays a lead-
ing role in the global economic recovery.
In particular, inflows to China and India
started picking up as early as mid-2009, and
their sustained FDI outflows are expected
to drive the region’s outward investment
back to growth in 2010. Recovery of FDI
in and from the four newly industrializing
economies (Hong Kong (China), Republic
of Korea, Singapore and Taiwan Province
of China), however, is likely to be slow and
modest.

Growing intraregional investment in Asia has
served as a vehicle for technology diffusion,
“recycling” of comparative advantages and
competitiveness enhancement. It has been
instrumental in the sequential upgrading of
industries across countries at various stages
of development. Regional integration and
China’s take-off are now accelerating this
process, creating development opportunities
for a wider range of countries, including
LDCs such as Cambodia, the Lao People’s
Democratic Republic and Myanmar. In ad-
dition, this process of sequential upgrading
has expanded beyond industries such as
electronics, and more high-tech products
have been involved.

The tightening of international credit mar-
kets and the decline of international trade
impacted FDI flows to West Asia, which
contracted by 24 per cent to $68 billion in
2009. Except in the case of Kuwait, Lebanon
and Qatar, inward FDI declined across the
region. The contraction hit Turkey and the
United Arab Emirates the hardest. In Turkey,
cross-border M&As plummeted, and export-
oriented industries suffered from the impact
of the global crisis. FDI outflows from the
region, 87 per cent of which are generated
from the countries of the GCC, declined by
39 per cent to $23 billion. Rising outward
investment from Saudi Arabia was not enough
to compensate for the negative impact of the
Dubai World crisis. Provided that this crisis
abates and international credit markets sta-
bilize, West Asian Governments’ sustained
commitment to ambitious infrastructure
plans is expected to support a recovery in
FDI inflows in 2010. Outward investment,
on the other hand, will remain subdued in
the short term. State-owned entities — the
region’s main investors — have refocused
their attention on their domestic economies,
and the Dubai World crisis will continue to
weigh on the outward FDI of the United
Arab Emirates.

The impact of the global economic and fi-
nancial turmoil drove FDI to Latin America
and the Caribbean down to $117 billion —a
36 per cent decline from the 2008 level. Al-
though Brazil, with a 42 per cent contraction
in inward investment, was more affected
than the region as a whole, it remained the
largest FDI recipient. Cross-border M&As
in the region collapsed, turning negative
in 2009 due to sales of foreign affiliates to
domestic companies, particularly in Brazil.
FDI inflows are expected to recover in 2010
and to continue growing in the medium
term, as Brazil and Mexico remain popular
investment destinations, according to inves-
tor surveys.

Brazil’s outward FDI swung to a negative
$10 billion, due to a surge in intra-company




loans from Brazilian affiliates abroad to
their parent companies. This resulted in a
42 per cent decline in the region’s outward
investment. Nevertheless, cross-border
M&A purchases by TNCs from the region,
directed mainly at developed countries, rose
by 52 per cent to $3.7 billion. The continued
emergence of the region’s TNCs, which
began in 2003, will drive outward FDI in
the medium term. FDI outflows from Latin
America and the Caribbean leaped from an
average of $15 billion a year in 1991-2000
to $48 billion annually in 2003-2009. An
increasing number of Latin American compa-
nies — mostly Brazilian and Mexican — have
been expanding outside the region, primarily
into developed economies.

Besides favourable economic conditions in
the region since 2003, government policies
also contributed to the consolidation of
domestic firms at home and their further
outward expansion. The region’s main for-
eign investors today are often the largest
and oldest business groups that prospered
during the import substitution era. Moreover,
privatization policies in countries such as
Brazil and Mexico have resulted in the cre-
ation of national champions. More recently,
government incentives in Brazil, including
targeted credit lines, have supported com-
panies’ outward expansion. Limited access
to domestic financing, coupled with the
current tight international financial markets,
could hinder further expansion, however.
These TNCs will continue to benefit from
their low debt-to-earnings ratio, limited
exposure to the industries most affected by
the crisis, and the relative resilience of the
region’s economy.

After an eight-year upward trend, FDI
inflows to South-East Europe and the
Commonwealth of Independent States
(CIS) shrank to $69.9 billion, a 43 per cent
decline from 2008. FDI inflows to both sub-
regions dropped in 2009, although flows to
South-East Europe were less affected than

those to the CIS. FDI flows to the Russian
Federation almost halved, due to sluggish
local demand, declining expected returns in
projects related to natural resources, and the
drying-up of round-tripping FDI. Neverthe-
less, the Russian Federation ranked sixth in
the global ranking of top locations in 2009.
Cross-border M&As collapsed due to sluggish
acquisitions by firms from the EU, the larg-
est investors in the region. Investments from
developing countries, China in particular,
were on the rise, though. The contraction of
FDI outflows from the region (-16 per cent)
was not as severe as the decline in inflows.
In 2009, the Russian Federation — by far
the largest source of outward FDI from the
region — became a net outward investor.
Stronger commodity prices, a new round
of privatization, and economic recovery
in large commodity-exporting countries
(Kazakhstan, the Russian Federation and
Ukraine) should support a modest recovery
in FDI in the region in 2010.

FDI in South-East Europe’s banking industry
has been on the rise since the early years of
the new millennium, fuelled by substantial
restructuring and privatization. As a result,
90 per cent of banking assets were owned
by foreign entities at the end of 2008. For-
eign banks have played a positive role in
the region during the global financial crisis.
The recent sovereign debt crisis in Greece,
however, is reviving concerns that the large
presence of foreign banks could channel
systemic risks to the region.

FDI flows to developed countries suffered
the worst decline of all regions, contracting
by 44 per cent to $566 billion. However, this
setback was not as pronounced as during the
previous economic downturn of 2000-2003,
even though the current economic and fi-
nancial turmoil is far more severe. North
America was the worst affected, while the
27 member countries of the EU weathered
the blow better with Germany, for example,
recording a 46 per cent increase, mainly
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due to an upswing in intra-company loans.
On the other hand, FDI flows to the United
Kingdom, another major host country in the
region, shrank by 50 per cent compared to the
previous year. Cross-border M&As dropped
by two thirds in developed countries, with
transactions in the manufacturing sector
contracting by about 80 per cent.

A modest economic recovery stabilized
inward investment in the first half of 2010
and is expected to push FDI inflows to
developed countries to above their 2009
levels. Ongoing liberalization in areas such
as electricity, further regional integration,
and continued interest from TNCs based in
developing and transition economies should
all contribute to better FDI prospects for the
developed countries in the medium term.
Outward FDI, after falling 48 per cent in
2009, is also expected to recover in 2010
and pick up pace in the medium term, sup-
ported by the improving global economic
prospects, in particular in the developing
world. However, the perception of increased
risk of sovereign debt default in certain
European countries and its possible further
spread in the eurozone could easily disrupt
this upward trend.

The economic downturn has revived long-
standing concerns in developed countries
over the impact of the growing internation-
alization of production on home country
employment. Rapid growth of outward
FDI over the past decade has resulted in a
growing share of developed-country TNCs’
employment moving abroad. And yet, FDI
can save or expand domestic employment if
it results in exports for the home country or
improved competitiveness for investing firms.
Research has produced mixed evidence on
the impact of outward FDI on domestic job
reduction. Indeed, the impact depends on the
type of investment, the location of affiliates
and TNCs’ employment strategies.

The decline in FDI to weak, vulnerable and
small country groupings — LDCs, LLDCs
and SIDS — is of particular concern given
its role in these countries’ economies. The
level of FDI compared to their gross fixed
capital formation was equivalent to between
25 per cent and 40 per cent in 2009 across
these groupings, which was much higher
than in other parts of the world. While FDI
is concentrated in natural resources in terms
of value in these groups, FDI is diversified
in manufacturing and services sectors as
well judging by the number of such projects.
Their share in global FDI inflows was only
4 per cent.

FDI flows to the 49 least developed coun-
tries (LDCs) declined by 14 per cent to $28
billion. The impact of lower inward invest-
ment is particularly serious for this group of
countries, as the high ratio of FDI to their
gross fixed capital formation (24 per cent in
2009) suggests that it is a major contributor
to capital formation. FDI inflows to LDCs
still account for only 3 per cent of global
FDI inflows and 6 per cent of flows to the
developing world. FDI remains concentrated
in a few countries that are rich in natural
resources. Greenfield investments account
for the bulk of FDI in LDCs, and over 60
per cent of such projects originated from
developing and transition economies in
2009. Most FDI inflows to the group still
originate from developed countries. FDI
prospects over the medium term depend on
the extent to which LDCs’ structural weak-
nesses are overcome. These disadvantages
could be partly mitigated if official devel-
opment assistance (ODA) were to be used
more effectively, with a view to boosting the
productive capacity of the host country in
order to leverage FDI for development.

The 31 landlocked developing countries
(LLDCs) have not traditionally been seen




as attractive FDI destinations. Inherent
geographical disadvantages compounded
by structural weaknesses have hampered
their economic performance. And yet eco-
nomic reforms, investment liberalization
and favourable global economic conditions
had translated into a steady increase in FDI
inflows during 2000-2008. The 17 per cent
decline in FDI to $22 billion in 2009 was
less pronounced than in the rest of the world.
Due to the lack of diversification of produc-
tive capacities, FDI to LLDCs remained
concentrated in the primary sector of a few
resource-rich countries (Kazakhstan alone
received 58 per cent of the total in 2009).
FDI to LLDCs, which originates primar-
ily from developing economies, especially
from Asia and Africa, is expected to pick
up only slowly. In order to overcome their
geographical challenges, LLDCs could fo-
cus on industries that have a higher knowl-
edge and information content and that are
less reliant on the use of inputs involving
transportation costs. Regional integration
involving non-landlocked countries could
also make these economies more attractive
investment destinations, by expanding the
size of local markets.

The 29 small island developing States
(SIDS) have also struggled to attract FDI.
The small size of their domestic markets,
limited natural and human resources, and
high transaction costs such as those for
transport, have discouraged FDI. However,
in spite of its 35 per cent decline to $5
billion in 2009, the ratio of FDI flows to
remained above 30 per cent, as domestic
investment contracted even more. Half of
the grouping’s total FDI inflows were con-
centrated in the top three SIDS investment
destinations (Jamaica, Trinidad and Tobago,
and the Bahamas, in that order). Tax haven
SIDS accounted for about one quarter of
both FDI inflows and stocks in 2009, but
stricter international regulations are gradu-
ally eroding inward FDI to those economies.
Given their geographical limitations, SIDS
are expected to continue to rely on their

potential in traditional niche services such
as tourism. Knowledge-based industries also
offer promising potential, provided that SIDS
develop adequate information technology
and telecommunications infrastructure and
improve their human capital.

UNCTAD estimates that global FDI flows
will slightly recover to reach over $1.2 tril-
lion in 2010, before picking up further to
$1.3—1.5 trillion in 2011. Only in 2012 is
FDI expected to regain its pre-crisis level,
with a range estimated at $1.6-2 trillion.
The gradual improvement of macroeco-
nomic conditions, corporate profits and stock
market valuations observed in early 2010 is
expected to continue, supporting renewed
business confidence. After a contraction
of 2 per cent in 2009, the global economy
is projected to grow by 3 per cent in 2010.
Both interest rates and commodity prices
will most likely remain moderate until the
end of the year, helping to keep production
costs under control and supporting domestic
investment. Corporate profits have been
recovering since mid-2009 and are expected
to pick up in 2010. Together with better
stock market performance, this will support
financing for FDI.

UNCTAD’s World Investment Prospects
Survey 2010-2012 indicates renewed busi-
ness optimism over the medium term. TNCs’
intentions to pursue foreign expansion are
stronger for 2011 and 2012. The recovery of
FDI is likely to be led by cross-border M&As.
Restructuring in a number of industries, as
well as the privatization of companies res-
cued during the global turmoil, will further
create cross-border M&A opportunities for
TNCs. The survey also confirms that the
share of the manufacturing sector in FDI will
continue to decline relative to the primary
and services sectors.

TNCs from developing economies are more
optimistic than their counterparts from devel-
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oped countries, and expect that their foreign
investments will recover faster. This suggests
a continued expansion of emerging TNCs as
a source of FDI. In addition, global investors
show an ever-growing interest in developing
economies. Brazil, the Russian Federation,
India and China (BRIC), in particular, are
bright spots for FDI. Flows to developing
and transition economies will not only be
directed at the most labour-intensive parts
of the value chain, but increasingly at more
technology-intensive activities.

The global financial and economic recovery
remains fragile, threatened by emerging
risks, constraints in public investment, un-
certainty about financial regulatory reforms,
the limited access to credit, the volatility of
the stock and foreign exchange markets and
other factors. For the recovery to remain
on track, private investment is crucial for
stimulating growth and employment. FDI
has a major role to play.

At present, cautious optimism prevails re-
garding prospects for global FDI.

RECENT POLICY DEVELOPMENTS

Current investment policy trends can be gen-
erally characterized by further liberalization
and facilitation of foreign investment. At the
same time, efforts to regulate foreign invest-
ment to advance public policy objectives (e.g.
protection of the environment, alleviation of
poverty, and/or addressing national security
concerns) have intensified. This dichotomy
in policies and the political will to rebalance
the respective rights and obligations of the
State and investors are becoming appar-
ent at both the domestic and international
policy levels, with emphasis swinging to-
wards the role of the State. The network of
international investment agreements (I1As)
has expanded further, while attempts to en-
sure balance and coherence within the IIA
regime are under way. Furthermore, invest-
ment policymaking is attempting to reflect
the closer interaction between investment
policies and other policies, including those
relating to broader economic, social and
environmental issues.

National investment regimes continued to
become more favourable towards foreign
investment, while governments have increas-
ingly re-emphasized regulation.

Out of the 102 new national policy mea-
sures affecting foreign investment that were
identified in 2009, the majority (71) were
in the direction of further liberalization and
promotion of foreign investment. This con-
firms that the global economic and financial
turmoil has so far not resulted in heightened
investment protectionism. Policies included,
inter alia, the opening of previously closed
sectors, the liberalization of land acquisi-
tion, the dismantling of monopolies, and the
privatization of state-owned enterprises. Mea-
sures to promote and facilitate investments
focused on fiscal and financial incentives
to encourage FDI in particular industries or
regions, including special economic zones;
easing screening requirements; streamlining
approval procedures; or accelerating project
licensing. To improve the business climate,
corporate tax rates were also lowered in a
number of countries, particularly in devel-
oped countries and developing economies in
Africa and Asia. Growing fiscal strains may
eventually result in a reversal in the trend
observed over the past decade, however.

In spite of the general trend toward liberaliza-
tion, 31 of the new national policy measures
were towards tighter regulations for FDI.
Accounting for over 30 per cent of the total,
this is the highest share of such measures




observed since 1992, when UNCTAD started
reporting these measures. These measures
are driven in part by increased concern over
the protection of strategic industries, national
resources and national security. Recent crises,
such as the turmoil in the financial markets
and the impact of rising food prices, have
also translated into a will to regulate specific
industries. Lastly, emerging economies are
giving more weight to environmental and
social protection, while LDCs are filling
gaps in their regulatory frameworks. As a
result, new limitations on foreign participa-
tion were introduced in some industries, or
procedures for the screening and approval
of investments were tightened, sometimes
on national security grounds. Greater state
intervention in the economy was most obvi-
ous in expropriations — which occurred in
a few Latin American countries — and an
increase in state participation in companies
as part of financial bailout measures.

The expected reversal of temporary nation-
alizations in sectors often considered as
strategic could result in governments push-
ing to have privatized companies remain
in domestic hands, or pressuring investors
to keep production and jobs at home. As a
result, the phasing out of rescue packages
will need to be closely monitored, as risks
of investment protectionism have not dis-
appeared.

Thirteen G20 countries continue to carry
outstanding assets and liabilities left as a
legacy of emergency schemes. The total
amount of public commitments — equity, loans
and guarantees — on 20 May 2010 exceeded
$1 trillion. In the financial sector, several
hundred firms continue to benefit from
such public support, and in non-financial
sectors, at least 20,000 individual firms
continue to benefit from emergency support
programmes.

The international investment regime expanded
in scale and scope, and a systemic evolution
towards a regime that is more balanced in
terms of the rights and obligations of States
and investors is taking shape.

The international investment regime is evolv-
ing rapidly through both the conclusion of
new treaties and an increasing number of
arbitral awards. In 2009, 211 new IIAs were
concluded (82 bilateral investment treaties
(BITs), 109 double taxation treaties (DTTs)
and 20 other IIAs) — on average about four
new agreements per week. In all, the total
number of agreements rose to 5,939 at the end
of the year. The trend towards rapid treaty-
making continued in 2010, with the first five
months seeing the conclusion of 46 more
ITAs (6 BITs, 33 DTTs and 7 other I1As).
A major recent development occurred in
Europe, where the Lisbon Treaty transferred
FDI competencies from member States to
the EU. As for investor-state dispute settle-
ments, at least 32 new cases were initiated
in 2009 and 44 decisions rendered, bringing
the total of known cases ever filed to 357,
and those concluded to 164 by the end of
the year. The overwhelming majority of
these 357 cases were initiated by investors
from developed countries, with developing
and transition countries most often on the
receiving end. Some arbitral awards resulted
in inconsistencies and lack of coherence
between arbitral decisions.

Regional integration — as well as the need to
promote coherence and reflect broader policy
considerations in IIAs — is driving systemic
changes in the international investment re-
gime, creating the opportunity for a more
coherent, balanced, development-friendly and
effective international investment regime.
The ITA landscape appears to be consolidat-




World Investment Report

Investing in a Low-Carbon Economy

ing through (a) an increase in broader plu-
rilateral economic agreements that include
investment provisions; (b) efforts to create
regional (mainly South-South) investment
areas; (c) the competence shift concerning
foreign investment within the EU; (d) the
abrogation of BITs to streamline the treaty
landscape and eliminate contradictions with
other legal instruments; and (e) efforts by
numerous countries to reassess their inter-
national investment policies to better align
them with development considerations by
revising their model BITs, reviewing their
respective treaty networks and their devel-
opment implications, or denouncing their
BITs.

In addition, many recent treaties, whether
new, renegotiated or revised, suggest that
governments, developed and developing
countries alike, are increasingly seeking
to formulate agreements more precisely,
by clarifying the scope of treaties or the
meaning of specific obligations, in order to
preserve States’ right to regulate. Environ-
mental clauses, as well as clauses seeking
to ensure appropriate corporate behaviour
in areas such as social practices, are becom-
ing increasingly common, too. Making IIAs
work effectively for development remains
a challenge, however.

Although international investment arbitra-
tion remains the main avenue for resolving
investment disputes, systemic challenges
are increasingly becoming apparent in the
dispute settlement system. As a result, a
number of countries have been refining the
investor—state dispute settlement provi-
sions in their I1As, seeking to reduce their
exposure to investor claims or increase the
efficiency and legitimacy of the dispute
settlement process. In addition, several sets
of international arbitration rules — including
those of the International Centre for Settle-
ment of Investment Disputes (ICSID), the
International Chamber of Commerce (ICC)
and the United Nations Commission on In-
ternational Trade Law (UNCITRAL) — have
been or are being revised. At the same time,

a few developing countries are turning away
from international arbitration processes,
denouncing the ICSID Convention or look-
ing into alternative dispute resolution and
prevention mechanisms.

Besides investment treaties, recent policy
initiatives to deal with global challenges
also have implications for international
investment.

Several efforts have been launched to estab-
lish international principles for responsible
investment in agriculture. These include a
joint initiative on promoting responsible
agricultural investment, jointly spearheaded
by UNCTAD, the Food and Agriculture Or-
ganization of the United Nations, the Inter-
national Fund for Agricultural Development
and the World Bank Group. Such principles,
if embraced and implemented, could enhance
the benefits of FDI in agriculture while
mitigating its potential downsides, thereby
contributing to strengthening food security
and local development.

The members of the G20 committed them-
selves to refraining from protectionism in
the area of trade and investment, and asked
intergovernmental organizations, including
UNCTAD, to monitor and publicly report
on developments related to trade and invest-
ment protectionism.

Efforts are also under way, both at the na-
tional and the multilateral level, to reform the
financial system and address the weaknesses
that underpinned the global financial crisis.
These will have significant implications for
FDI flows. Attention needs to be given to
coherence between the emerging interna-
tional financial system and the international
investment system, the interaction of which
has been largely neglected. While the two
systems have developed in parallel, both
govern short- and long-term cross-border
capital flows.




LEVERAGING FOREIGN INVESTMENT FOR A
LOW-CARBON ECONOMY

The global policy debate on tackling climate
change is no longer about whether to take
action. It is now about how much action to
take and which actions need to be taken — and
by whom. The global scale of the challenge
in reducing greenhouse gas (GHG) emis-
sions requires an equivalent and enormous
financial and technological response. TNCs
have an indispensable contribution to make
in the shift towards a low-carbon economy,
because they are significant emitters across
their vast international operations, but also
because they are in a prime position to
generate and disseminate technology and
to finance investments to mitigate GHG
emissions. Inevitably, TNCs are a part of
both the problem and the solution.

For 2010-2015, one estimate indicates that
$440 billion of recurring additional global
investments per year are required to limit
GHG emissions to the level needed for a
2 °C target to be met (as referred to in the
Copenhagen Accord). By 2030, the estimates
range even higher, up to $1.2 trillion per
year. All studies emphasize that the finan-
cial contribution of the private sector is
essential for achieving progress in making
economies worldwide more climate-friendly,
particularly in view of the huge public fis-
cal deficits worldwide. To combat climate
change, low-carbon policies aimed at TNCs
and foreign investment therefore need to be
incorporated into national economic and
development strategies.

The current international climate change
regime has not encouraged low-carbon

foreign investment and related technology
flows (particularly into poor developing
economies) as much as was hoped for,
despite recent increases. Following the
Copenhagen meeting in December 2009,
future emission targets, the nature of the
institutions, concrete policy mechanisms and
sources of funding continue to be unclear.
The main international policy effort so far
remains the Kyoto Protocol, the prospects
for which are unclear. The current climate
change regime is thus failing to generate
what the private sector most needs in order
to reorient its business strategies: a clear,
stable and predictable policy framework.

The Kyoto Protocol has been praised for
creating mechanisms to reduce emissions,
including the Clean Development Mecha-
nism, which is also seen as a way to help
developing countries achieve sustainable
economic development. However, because
the Protocol’s mechanisms were designed
for compliance with emission reduction tar-
gets at the national level, this left individual
governments to decide how best to involve
the private sector in the process, thereby
leading to fragmented markets.

Today, it has become clear that “grand bar-
gaining” is not enough, and that there is a
dire need for rigorous mechanisms both at
national and international levels to effectively
mobilize the private sector’s contributions
in terms of cross-border capital flows and
technology diffusions, especially to poor
countries.

Low-carbon foreign investment can be de-
fined as the transfer of technologies, prac-
tices or products by TNCs to host countries,
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through equity (FDI) and non-equity TNC
participation, such that their own and related
operations and the use of their products
and services generate significantly lower
GHG emissions than would otherwise be
the case. Low-carbon foreign investment
also includes FDI undertaken to acquire or
access low-carbon technologies, processes
and products. There are two types of low-
carbon foreign investment:

e Introduction of low-carbon processes
that reduce GHG emissions related to
how products are made. This includes
upgrading of TNC operations, and those
of related firms along their global value
chains.

* Creation of low-carbon products and
services that lower GHG emissions in
how they are used. Low-carbon prod-
ucts include, for instance, electric cars,
“power-saving” electronics and integrated
mass transport systems. Low-carbon
services include rendering technology
solutions by reengineering GHG-emitting
processes in local companies.

Channelling low-carbon foreign investment
into key sectors (i.e. “areas of emissions”)
with high mitigation potential is the most
effective way of leveraging the contribution
of TNCs to lower GHG emissions. Power,
industry (including manufacturing as well
as oil and gas), transport, buildings, waste
management, forestry and agriculture are
all major GHG emitters. An assessment of
projected future emissions in these sectors,
combined with their mitigation potential
and cost, provides policymakers with a first
indication of where their efforts should be
concentrated.

The power and industry sectors are the
cornerstones of any global effort to reduce
emissions. In both sectors, TNCs have a
strong presence and are in a prime position
to diffuse cleaner technologies and pro-
cesses. Industry also provides equipment

and services to help reduce emissions in
other sectors. The transport, building and
waste management sectors will each emit
less than power and industry in 2030. For
all three sectors, GHG emissions are to a
large extent related to consumers and public
use. In the transport sector, for instance,
GHG emission reductions require more ef-
ficient vehicles and a change in consumer
and corporate habits. In a similar vein, in
the building sector, the use of improved
appliances, lighting and insulation, as well
as alternative power sources for heating
and cooling, go a long way in reducing
emissions. The waste management sector’s
emissions result largely from waste landfills
and wastewater, with potential mitigation
largely about landfill methane recovery.
The two land-related sectors, agriculture
and forestry have high abatement potential;
in the case of forestry one greater than its
emission — due to potential afforestation and
reforestation. To all these sectors, TNCs can
make important contributions.

Low-carbon FDI is estimated to have already
reached a significant level, with flows of
roughly $90 billion in 2009 in three key
industries alone: (a) alternative/renewable
electricity generation; (b) recycling; and (c)
manufacturing of environmental technology
products (such as wind turbines, solar panels
and biofuels). These industries form the core
of initial new low-carbon business oppor-
tunities. Over time, low-carbon investment
will permeate all industries, for example as
TNCs introduce processes to reduce GHG
emissions. Looking beyond FDI, low-carbon
foreign investment is — and will be — more
significant, as it also covers non-equity forms
of TNC participation such as build-operate-
transfer (BOT) arrangements.

An analysis of the three industries mentioned
above reveals the following trends:




e There has been a rapid increase in low-
carbon FDI in recent years, though it
declined in 2009 as a result of the finan-
cial crisis.

* Around 40 per cent of identifiable low-
carbon FDI projects by value during
2003-2009 were in developing countries,
including in Algeria, Argentina, Brazil,
China, India, Indonesia, Morocco, Mo-
zambique, Peru, the Philippines, South
Africa, Turkey, the United Republic of
Tanzania and Viet Nam.

» Established TNCs are major investors, but
new players are emerging, including from
the South. TNCs from other industries
are also expanding into the field.

* About 10 per cent of identifiable low-
carbon FDI projects in 2003-2009 were
generated by TNCs from developing and
transition economies. The majority of
these investments were in other develop-
ing countries.

Drivers (push factors) such as home-country
policies, public opinion and shareholders’
muscle are increasingly weighing on TNCs’
decisions to invest in low-carbon activities
abroad. Many of these drivers affect foreign
investment in general, but a number are
specific to climate change, for instance: (a)
outward investment promotion measures in
renewable energy for rural electrification;
(b) policies that trigger the establishment of
relevant technological capabilities, which
are subsequently spread internationally; or
(c) consumer pressure and sharcholders’
demands leading to increased disclosure of
climate change risks and opportunities.

Locational determinants are host country-
specific factors that influence TNCs’ deci-
sions on where to set up operations (pull
factors). Tailored policy frameworks and
business facilitation are essential to attract

low-carbon foreign investment. In addition
to general determinants of foreign invest-
ment (e.g. market size and growth, access
to raw materials, different comparative ad-
vantages or access to skilled labour), there
are certain variations specific to climate
change: market-creating or -defining poli-
cies can foster demand for new low-carbon
products and services, particularly in the
power, transport, building and industry sec-
tors — and thereby draw in market-seeking
foreign investment. Similarly, low-carbon
technologies in particular countries can at-
tract the attention of strategic asset-seeking
foreign investors. As with any dynamic
technologies, consolidation by M&A activity
may occur in the low-carbon area; investors
may also seek to participate in industry or
technology clusters to gain knowledge from
agglomeration and related effects.

Developing countries are confronted with
two major challenges in responding to
climate change and moving towards a low-
carbon economy: first, mobilization of
the necessary finance and investment; and
second, generation and dissemination of
the relevant technology. Both are areas in
which foreign investment can make valuable
contributions.

Nevertheless, developing countries need to
examine the pros and cons of low-carbon
foreign investment when determining whether
or to what extent they should be facilitating
it. When adopted, such a strategy should
help improve production processes and the
emergence of new technologies and indus-
tries. This can offer advantages over and
above the benefits usually associated with
the FDI package, such as leapfrogging to new
technologies, particularly for the efficient
use of energy and other inputs, as well as
first-mover advantages and attendant export
opportunities in key industries.
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A number of possible disadvantages need to
be weighed against these benefits. Among
them are the crowding out of domestic com-
panies, technological dependency, higher
costs for essential goods and services, and
related social consequences. These are
challenges that LDCs and other structurally
vulnerable countries, in particular, are ill-
equipped to meet alone.

When promoting low-carbon foreign invest-
ment, policymakers need to consider the
advantages and disadvantages, both in terms
of economic growth on the one hand, and
environmental, human health and sustain-
able development on the other, with a view
to minimizing potential negative effects and
maximizing the positive impacts. There is
no “one size fits all” solution. Therefore, a
policy mix in response to country-specific
conditions is desirable. The following dis-
cussion is about policy options regarding
investment promotion, technology dissemi-
nation, international investment agreements,
corporate climate disclosure, international
support and other relevant areas.

Based on these considerations UNCTAD
advocates a global partnership to synergize
investment promotion and climate change
mitigation and to galvanize low-carbon
investment for sustainable growth and de-
velopment. This partnership should include,
pursuing clean-investment promotion strat-
egies; enabling the dissemination of clean
technology; securing IIAs’ contribution to
climate change mitigation; harmonizing
corporate GHG emissions disclosure; and
establishing an international low-carbon tech-
nical assistance centre to leverage expertise,
including from multilateral agencies.

Most countries have not factored in low-
carbon investment attraction into their current
investment policy framework and promotion
strategies, as shown by a recent UNCTAD

survey of national investment promotion
agencies (IPAs). One important step forward
would therefore be to integrate the potential
role of low-carbon foreign investment into
developing countries’ Nationally Appropriate
Mitigation Actions (NAMA) programmes.
In particular, it would mean putting in place
policies to attract foreign investment which
can contribute to the reduction of carbon
intensity in traditional industries. It would
also imply building upon emerging business
opportunities for new types of low-carbon
foreign investment, such as investment in
renewables, and implementing proactive
efforts to promote low-carbon investment.

Creating an enabling policy framework.
This includes the provision of adequate
investment promotion, protection and legal
security. Other supporting policies include
the provision of incentives and regional
integration agreements to overcome con-
straints of market size for low-carbon foreign
investment. The emergence of new areas of
low-carbon foreign investment — e.g. the pro-
duction of renewable energy and associated
products and technologies, fuel-efficient or
alternative-fuel modes of transport and new
building materials — is likely to require spe-
cific policies to complement the “traditional”
elements of the policy framework.

Foreign investment into new low-carbon
industries may not be competitive in the
start-up phase and may therefore need gov-
ernment support, such as feed-in tariffs for
renewable energy or public procurement. In
addition, such market-creation mechanisms
are likely to require revisions to the regula-
tory framework, including the establishment
of emission standards or reporting require-
ments. There is a need for capacity develop-
ment in developing countries to enable them
to deal with these complex tasks.

Promoting low-carbon foreign investment.
The promotion of low-carbon foreign in-
vestment also has an important institutional
component. Governments need to identify




opportunities for such investment in their
countries and formulate strategies to pro-
mote it. Investor targeting, image-building,
aftercare and policy advocacy are all key
functions that national IPAs could use to
this end. The latter should focus on spe-
cific economic activities when they spot
a promising opportunity for developing
domestic low-carbon growth poles and/or
export potentials, and design a promotion
package in those areas. The establishment
of clean technology parks can facilitate the
entry of foreign investors. [PAs can offer
matchmaking services by helping low-carbon
foreign investors to build networks and
connect with local entrepreneurs. [PAs can
also advocate national policies to strengthen
a country’s attractiveness for low-carbon
foreign investment.

As a vast pool of technology and know-how,
TNCs can play a major role in diffusing low-
carbon technologies to developing countries.
Nevertheless, technology dissemination is
a complex process and many developing
countries face difficulties in establishing
effective policies. Among the key issues to
be considered are the following:

Technology targeting. A number of factors
might affect host governments’ prioritization
and targeting of foreign investment to boost
prospects for technology dissemination. For
instance, a government may identify targets
for promotion efforts through an assessment
of a country’s natural resources and created
assets. In specific segments of industries
and value chains, where the absorptive
capacities of domestic companies are high
but low-carbon technology and know-how
are lacking, governments can target specific
foreign investors in order to acquire the
necessary know-how. Such approaches have
been taken by countries such as Malaysia,
Morocco and the Republic of Korea.

Creating a conducive framework for cross-
border flows of technology. The key ele-
ments of a favourable environment for
cross-border flows of low-carbon technol-
ogy include availability of the requisite
skills, appropriate infrastructure (e.g. some
countries are setting up low-carbon special
economic zones), measures to define and
create markets in low-carbon products,
targeted incentives (e.g. to invest in the
necessary R&D or technology adaption)
and a strengthened legal system. How these
issues play out varies between economies;
for instance, some developing countries
have the resources to bolster education and
training in the necessary skills. Another issue
for cross-border technology flows into host
countries is intellectual property (IP) rights
protection. Foreign investors in some sectors
consider strong protection and enforcement
a precondition for technology dissemination,
but the actual effects differ from country
to country. Concerns have been expressed
by developing countries that an IP regime
should not only support IP protection and
enforcement, but also guarantee greater ac-
cess to appropriate technologies.

Promoting transmission of technology
through linkages. Domestic companies’
acquisition of technology from TNCs de-
pends on the type, scale and quality of the
interface (for instance, joint ventures or
affiliate-supplier linkages) between the two.
One option to foster linkages is to promote
the establishment of local technological and
industrial clusters. With the participation of
both domestic firms and foreign affiliates,
these clusters can help enhance the exchange
of knowledge and manpower and the estab-
lishment of joint ventures between local and
international companies.

Boosting the absorptive capacities of domes-
tic enterprises. Host developing countries
should put in place strategies to develop
domestic capacities to absorb and adapt
technology and know-how. In this, gov-
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ernment-driven research and development
in “cutting-edge green” technologies can
play an important role. There is scope for
the establishment of regional technology
synergy centres focusing on low-carbon
technologies for developing countries as
well as the industrial and other capacities
needed to put this knowledge to work. Pro-
moting technology dissemination may also
require strengthening of the financial and
entrepreneurial capacities of local firms. In
this context, consideration should be given
to the establishment of “green development
banks”.

Effective industrial and competition poli-
cies are key to tackling the negative effects
of low-carbon foreign investment, such as
crowding out and attendant dependency on
foreign low-carbon technology suppliers.
Industrial policies can help affected do-
mestic companies to improve and upgrade;
an effective competition policy framework
can control the emergence of monopolies
and prevent the abuse of dominant market
positions.

Social policies can also help to cushion
employment impacts and other social conse-
quences. For instance, re-skilling measures
can help workers to adjust to new profes-
sional requirements or can facilitate their
transition to emerging industries. For all this,
poor countries will require assistance from
development partners in the framework of a
renewed global partnership for sustainable
development.

Attention needs to be given to the dual-
edged nature of IIAs. On the one hand, by

committing internationally to a stable and
predictable investment policy environment
and providing investment protection, I[IAs can
contribute to increasing a country’s attractive-
ness for low-carbon foreign investment. On
the other hand, IIAs can possibly constrain
the host country’s regulatory powers with
respect to measures aiming to facilitate a
transition to a low-carbon economy. Relevant
awards by international arbitration tribunals
suggest that IIA provisions pertaining to
fair and equitable treatment and minimum
standards of treatment, expropriation, and
umbrella clauses aimed at stabilizing the
legal framework for foreign investors merit
particular attention.

Numerous policy options exist to synergize
the interaction between countries’ climate
change and international investment policies,
with a view to fostering a climate-friendly
interpretation of IIAs and harnessing the
potential of IIAs to ensure climate change-
friendly effects. This includes novel ap-
proaches in future IIAs, such as strengthening
ITAs’ promotion provisions with respect to
low-carbon foreign investment, and redraft-
ing and clarifying those IIA provisions that
might lead to conflict with climate change-
related policy measures. Policymakers may
also wish to consider complementary, broader
approaches. A multilateral declaration, clari-
fying that IIA parties are not prevented from
adopting climate change-related measures
enacted in good faith, could help enhance
coherence between the IIA and the climate
change regimes.

The potential relocation of carbon-intensive
production from highly regulated places to
countries with less stringent or no regulation
on emissions has raised concerns. There are
fears that this “carbon leakage” — due to free
riding — impedes global emission reduction
efforts, and that such relocations of produc-
tion may result in a loss of investment-related




benefits (e.g. tax revenues and employment)
in the home country.

A debate has begun on whether to introduce
border adjustment measures (e.g. tariffs) to
deal with the issue of carbon leakage. There
are technical difficulties when it comes to
assessing the carbon intensity of individual
imported goods, and there are doubts as to
whether different types of border adjustment
policies would be consistent with World
Trade Organization (WTO) rules. In addi-
tion, caution is warranted for countries to
guard against possible protectionism affect-
ing efficiency-seeking and export-oriented
outward investment under the pretext of such
carbon-related policy measures.

The extent of carbon leakage is difficult
to quantify. Furthermore, due to differ-
ent business-as-usual scenarios between
countries, a new investment facility that is
considered carbon-intensive in one country
could be regarded as low-carbon in another.
For poor countries in dire need of expand-
ing their productive capacities, such foreign
investment could potentially generate large
development gains due to the tangible and
intangible assets associated with foreign
investment. In the long run, however, it is in
the interest of al/ countries to move towards
an energy- and input-efficient low-carbon
economy.

Instead of addressing the issue of carbon
leakage at the border, it could also be ad-
dressed at its source. This would involve
working through corporate governance
mechanisms, such as encouraging improved
environmental reporting and monitoring.
Most notably, applying consistent emission
policies across borders — including in host
countries with laxer regulation — might gen-
erate economic and reputational benefits for
TNCs. Regarding the economic benefits, con-
sistency throughout a company’s integrated
production system is not only in line with the

logic of the value chain (thereby facilitat-
ing the implementation of corporate carbon
policies), it can also help reduce production,
monitoring and other costs. With respect to
reputational benefits, such consistency in
TNC action across jurisdictions would help
brand the company as a “good corporate
citizen”. In this context, improved climate
reporting, particularly when undertaken in
a harmonized and verifiable manner, can
help ensure that a company’s reputation is
based on solid ground. Further improving
transparency in the marketplace facilitates
consumers’ choices.

A reliable internationally harmonized ap-
proach to measuring and reporting corporate
climate change-related emissions is vital for
the effective implementation and assessment
of climate change policies (such as “cap and
trade” schemes and carbon taxes), the inter-
nalization of climate risk into capital markets,
and the monitoring of GHG emissions and
clean technology diffusion throughout TNCs’
value chains. Climate-related management
and reporting are common among large
TNCs, but the information being reported
lacks comparability and usefulness, and
information on emissions by foreign affili-
ates and by value chains is often missing.
Meeting the long-standing need for a single
global GHG reporting standard requires a
coordinated global response.

Unifying the work of regulatory bodies,
standard-setters and multi-stakeholder initia-
tives can strengthen and expedite efforts to
create a single high-quality global standard
for climate disclosure. The United Nations
can facilitate this process by offering an
established international forum: the Inter-
governmental Working Group of Experts
on International Standards of Accounting
and Reporting (ISAR). Policymakers can
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demonstrate leadership on this issue by con-
tributing to international efforts to harmonize
climate disclosure, and by mainstreaming best
practices in climate disclosure via existing
corporate governance regulatory mechanisms
(such as stock-listing requirements) and
analyst tools (such as indexes).

In their efforts to promote low-carbon for-
eign investment and harness TNCs’ tech-
nological potential, developing countries
need assistance. Home-country measures
can support outward low-carbon foreign
investment. For example, national invest-
ment guarantee agencies could “reward”
low-carbon investors by granting them more
favourable terms, for instance in the form
of a reduced fee. Another means might be
credit risk guarantees for investments into
developing countries. It would also be helpful
if developed countries would increase their
financial and technological support for low-
carbon growth programmes in developing
countries. The example of China and the
EU, which have established a proactive and
pragmatic climate change partnership with a
strong focus on technology cooperation and
the engagement of the business community,
should be replicated.

International financial institutions (such as
the World Bank Group and various regional
development banks) are actively engaged in
supporting the move towards a low-carbon
economy in developing countries. Their
engagement should be geared towards fur-
thering partnership approaches between the
public and private sectors to help developing
countries combat climate change, including
by leveraging private engagement in high-
risk areas without directly subsidizing TNC
activities.

Efforts should be made to further enhance
international technical assistance for low-
carbon growth in developing countries
through cross-border investment and tech-
nology flows. An international low-carbon
technical assistance centre (L-TAC) could
be established to support developing coun-
tries, especially LDCs, in formulating and
implementing national climate change miti-
gation strategies and action plans, including
NAMA programmes. The centre would do
so by leveraging the requisite expertise via
existing and novel channels, including mul-
tilateral agencies. Such a centre could also
provide capacity- and institution-building
in the promotion of low-carbon investment
and technology dissemination.

INVESTMENT FOR DEVELOPMENT: CHALLENGES AHEAD

Over the last twenty years, TNCs and their
international operations have evolved in
scale and form, resulting in changes to their
strategies and structure which are today
shaping existing and emerging markets and
industries. Among other things, the integrated
international production system of TNCs of
the past has been evolving towards an inte-
grated international network in which TNCs
increasingly coordinate activities between
independent or loosely dependent entities,
for instance through outsourcing and the use
of original equipment manufacturers. At the

same time, TNCs are much more involved
in non-equity forms of activity, such as
build-own-operate-transfer arrangements in
infrastructure projects, than in the past. In
addition, along with TNCs’ exponential ex-
pansion worldwide has come the rise of new
players and investors, including developing-
country TNCs, state-owned TNCs, SWFs and
private equity funds. This new TNC universe
has profound implications for the policies
of both home and host countries and at both
national and international levels.




Partly for this reason, the pendulum has
recently been swinging towards a more
balanced approach to the rights and obli-
gations between investors and the State,
with distinctive changes in the nature of
investment policymaking. Particularly in
light of the current financial and economic
crisis, there have been simultaneous moves
to both liberalize investment regimes and
promote foreign investment in response
to intensified competition for FDI on the
one hand, and to regulate FDI in pursuit
of public policy objectives on the other.
This has resulted in a dichotomy in policy
directions, which contrasts with the clearer
trends of the 1950s—1970s (which focused on
state-led growth) and the 1980s—early 2000s
(which focused on market-led growth). With
thinking about the rights and obligations of
the State and the investor in flux, striking
the proper balance between liberalization
and regulation becomes a challenging task.
Ensuring coherence between international
and domestic investment policies and invest-
ment and other policies (economic, social
and environmental) is essential. A good
example is the interaction between invest-
ment and industrial policies which require

Geneva, June 2010

a joined-up approach to foster linkages and
spillovers (including the dissemination of
technology) arising from TNC operations
in host countries.

The challenge for policymakers is to fully
comprehend the depth and complexity of the
TNC universe and its new interface with the
state and other development stakeholders.
Meeting this challenge requires that the
tripartite investment relationship in terms
of rights and obligations between home
and host countries and foreign investors be
reconfigured, to better harness the contribu-
tion of TNCs for development. In particular,
the policy framework has to enhance critical
interfaces between investment and develop-
ment, such as those between foreign invest-
ment and poverty, and national development
objectives. Indeed, TNCs have a role to play;
and, above all, the world needs a sound in-
ternational investment regime that promotes
sustainable development for all.

The new TNC universe, along with the
emerging investment policy setting, calls for
a new investment-development paradigm.

s/ fodlf

Supachai Papdtchpakdi
Secretary-General of the UNCTAD
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Global foreign direct investment (FDI) flows began to bottom out in the latter half of 2009. This
was followed by a modest recovery in the first half of 2010, sparking some cautious optimism
for FDI prospects in the short term. In the longer term, the recovery in FDI flows is set to gather
momentum. Global inflows are expected to pick up to over $1.2 trillion in 2010, rise further to
$1.3-1.5 trillion in 2011, and head towards $1.6-2 trillion in 2012. These FDI prospects are,
however, fraught with risks and uncertainties, including the fragility of the global economic
recovery.

Some major changes in global FDI trends will most likely gain momentum in the short and
medium term:

* Developing and transition economies absorbed half of global FDI flows in 2009 and
their relative weight as both FDI destinations and sources is expected to increase
further, as they are leading the FDI recovery.

* Services and the primary sector continue to capture an increasing share of FDI.

* FDI stock and assets continued to increase despite the toll taken by the crisis on
TNCs’ sales and value added.
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A. Global trends in FDI flows: from a steep
decline to a slow recovery

1. Overall and geographical trends

Global FDI flows began to bottom out in the
latter half of 2009. This was followed by a
modest recovery in the first half of 2010,
sparking some cautious optimism for FDI
prospects in the short term. In the longer
term, from 2011 to 2012, the recovery in
FDI flows is set to gather momentum. Global
inflows are expected to pick up to over $1.2
trillion in 2010, rise further to $1.3-1.5
trillion in 2011, and head towards $1.6-2
trillion in 2012. These FDI prospects are,
however, fraught with risks and uncertain-
ties arising from the fragility of the global
economic recovery.

The current recovery is taking place in
the wake of a drastic decline in FDI flows
worldwide in 2009. After a 16 per cent
decline in 2008, global FDI inflows fell a
further 37 per cent to $1,114 billion (fig.
I.1), while outflows fell some 43 per cent
to $1,101 billion.' FDI flows contracted in
almost all major economies, except for a few
FDI recipients such as Denmark, Germany
and Luxembourg, and investment sources
such as Mexico, Norway and Sweden (an-
nex table 1).

Unless private investment regains its lead-
ing economic role, the sustainability of the
global recovery remains questionable. FDI
flows bounced back slightly in the second
quarter of 2009, but remained low for the rest
of the year. According to UNCTAD’s Global
FDI Quarterly Index,”> however, foreign in-
vestment showed renewed dynamism in the
first quarter of 2010 (fig. [.2). Cross-border
mergers and acquisitions (M&As) — still low
at $250 billion in 2009 — rose by 36 per cent
in the first five months of 2010 compared to
the same period in the previous year.® This
suggests that annual FDI flows are likely to
recover in 2010, thanks to higher economic
growth in the main home and host countries,
improved corporate profitability, and higher
stock valuations (section C).

As foreign investment continued to flow,
albeit at a much reduced pace, FDI inward
stock rose by 15 per cent in 2009, reaching
$18 trillion (annex table 2). This rise, how-
ever, also reflects the improved performance
of global stock markets at the end of 2009,
as FDI stock is usually valued at market
price, as opposed to book value. In contrast,
devastated stock markets and currency de-
preciations vis-a-vis the United States dollar
had resulted in a 14 per cent decline in FDI

Figure 1.1. FDI inflows, globally and by groups of economies, 1980-2009
(Billions of dollars)
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Figure 1.2. Global FDI Quarterly Index, 2000 Q1-2010 Q1
(Base 100: quarterly average of 2005)
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countries. After six years of
uninterrupted growth, FDI
flows to developing coun-

tries declined by 24 per cent
in 2009 (see chapter II for
regional analyses).

The recovery of FDI in-
flows in 2010 — if modest in
global terms — is expected
to be stronger in developing
countries than in developed
ones. As a result, the shift in
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stocks in 2008. These depreciations also
further reduced FDI stock when measured
in United States dollars.*

a. FDI inflows

Global FDI witnessed

a modest, but uneven,
recovery in the first half
of 2010. Developing and
transition economies
now absorb half of FDI.

FDI inflows plum-
meted in 2009 in all
three major group-
ings — developed,
developing and
transition econo-
mies. This global
decline reflects the weak economic per-
formance in many parts of the world, as
well as the reduced financial capabilities
of TNCs.

Following their 2008 decline, FDI flows
to developed countries further contracted
by 44 per cent in 2009. Falling profits
resulted in lower reinvested earnings and
intra-company loans, weighing on FDI
flows to developed countries. At the same
time, a drop in leveraged buyout transac-
tions continued to dampen cross-border
M&As.

Developing and transition economies,
which proved relatively immune to the
global turmoil in 2008, were not spared
in 2009 but did better than developed
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foreign investment inflows
towards developing and tran-
sition economies is expected
to accelerate. This shift was
already apparent during 2007-2009 (fig. 1.3),
due to these economies’ growth and reform,
as well as their increased openness to FDI
and international production (WIR91). As a
result, developing and transition economies
now account for nearly half of global FDI
inflows (fig. [.3). While part of this relative
increase may be temporary, most of it reflects
a longer-term shift in TNC activity.

2007

Global rankings of the largest FDI recipients
confirm the emergence of developing and
transition economies: three developing and
transition economies ranked among the six
largest foreign investment recipients in the
world in 2009, and China was the second

Figure 1.3. Shares of developing and transi-
tion economies in global FDI inflows and
outflows, 2000-2009
(Per cent)
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Source: UNCTAD, based on data from the FDI/
TNC database (http://www.unctad.org/

fdistatistics).
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most popular destination (fig. 1.4). While
the United States maintained its position as
the largest host country in 2009, a number
of European countries saw their rankings
slide.

Developing and transition economies at-
tracted more greenfield investments than
developed countries in 2008—-2009 (table
I.1). Although the majority of cross-border
M&A deals still take place in developed re-
gions, the relative share of such transactions
in developing and transition economies has
been on the rise.

UNCTAD’s World Investment Prospects
Survey 2010-2012 (WIPS) also confirms that
interest in developed countries as foreign
investment destinations compared to other
regions has declined over the past few years
and is likely to continue to do so in the near
future (section C).

Figure 1.4. Global FDI inflows, top 20
host economies, 2008-20092
(Billions of dollars)
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Table I.1. Number of cross-border M&As and greenfield investment cases, by host
region/economy, 2007-20102
(Per cent)

Net Cross-border

Greenfield investments

M&A sales®

Host region/economy 2007 2008 2009 20102 2007 2008 2009 2010°

World 100 100 100 100 100 100 100 100

Developed economies 74 72 69 66 52 46 46 49

European Union 39 38 32 32 39 34 30 31

France 3 3 2 3 5 4 3 3

Germany 6 5 4 4 4 4 3 3

United Kingdom 10 10 7 9 6 5 8 7

United States 18 17 17 16 7 6 9 10

Japan 2 2 2 2 1 1 1 1

Developing economies 22 23 23 25 42 47 48 45

Africa 2 2 1 2 3 5 5 5

South Africa 1 1 1 - - 1 1 1

Latin America and the Caribbean 6 6 5 8 7 7 9 8

Brazil 2 2 1 2 1 2 2 2

Mexico 1 1 1 1 2 2 2 2

Asia 14 16 16 16 32 35 34 32

West Asia 2 2 2 2 5 7 7 7

South, East and South-East Asia 13 14 15 14 27 28 27 26

China 8 4 8 8 10 9 8 8

Hong Kong, China 2 1 2 2 1 1 2 1

India 2 2 2 2 6 6 5 6

South-East Europe and the CIS 4 5 8 9 6 7 6 6

Russian Federation 2 3 4 6 3 4 3 3
Memorandum

Total number of cases 7018 6425 4239 1802 12210 16 147 13727 4104

Source: UNCTAD cross-border M&A database and information from the the Financial Times Ltd, fDi Markets

(www.fDimarkets.com).

a

b

2010 data cover January to May for M&As and January to April for greenfield investments.
Net sales by the region/economy of the immediate acquired company.
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Besides the relative shift between developed
and developing economies, FDI inflows in
2009 also accentuated existing trends in other
country groupings, reflecting non-economic
considerations. FDI inflows to tax haven
economies,’ for example, declined in 2009
with the implementation of higher standards
of transparency (box I.1).

b. FDI outflows

20 per cent in the first quarter of 2010 com-
pared to the same period in 2009.° A half of
countries (26 out of 51) — including major
investors such as Germany, Sweden and the
United States — recorded an increase in FDI
outflows in the first quarter of 2010, largely
reflecting stronger economic growth, improv-
ing profits for TNCs, and a more predictable
business climate. However, the perception
of increased risk of sovereign debt default
in mid-2010 in certain European countries,

Global FDI outflows
in 2009 declined by
43 per cent to $1,101
billion mirroring the
trend in inflows. The
global economic and fi-
nancial crisis continued
to weigh on FDI outflows from developed

Global FDI outflows
are slowly recovering
in 2010. Developing
and transition
economies now
account for a quarter.

and its possible transmission to the eurozone,
could easily disrupt this upward trend.

While the decline of FDI outflows from
developed countries was widespread in
2009 (with only a few exceptions such as
Denmark, Ireland, Norway and Sweden), the
region remained the largest source of FDI,

countries for the second year in a row. In
addition, it started to affect outflows from
developing and transition economies. This

with outflows largely exceeding inflows.
FDI outflows from the United States fell
strongly in their equity capital component

contraction reflected falling profits, mount-
ing financial pressures on parent firms, and
rechannelled dividends and loans from for-
eign affiliates to TNC headquarters.

(by $127 billion) due to some large divest-
ments of foreign affiliates in European Union
(EU) countries.” Outflows from the United
Kingdom declined by 89 per cent in 2009.
In the eurozone, FDI outflows fell to $325
billion — lower than their 2005 level. Japanese
TNCs also scaled back their foreign invest-

Box I.1. FDI in tax haven economies

Since the beginning of 2008, reducing international tax evasion, implementing high standards
of transparency and promoting information exchange have been high on the international policy
agenda (OECD, 2010).* The conclusion of a higher number of double taxation treaties in 2009,
for instance, reflected a desire to reduce FDI flows to tax haven economies (chapter III). As
a result of such efforts, investment to these economies contracted to $30 billion in 2009, a 42
per cent decline.® At the same time, investment from tax havens to major host countries, the
bulk of which consists of FDI round-tripping to its original source countries and FDI in transit
that is redirected to other countries, has declined too.¢ FDI flows into the United States from
the British Virgin Islands, for example, sank from $16.5 billion in 2008 to a negative value of
$0.5 billion in 2009. The 81 per cent decline in cross-border M&A sales in these economies
was more pronounced than the global decline of 65 per cent (see http://www.unctad.org/wir for
detailed data on FDI and cross-border M&As).
Source: UNCTAD.
2 For example, tax transparency was a key feature of the deliberations at the G20 summits in Washington,
London and Pittsburgh in 2008 and 2009.
® However, FDI flows are underestimated, as some of those countries do not report FDI data. For
example, data on FDI inflows to the British Virgin Islands are collected from home countries that report
investments there.

¢ Round-tripping refers to investments to foreign destinations that are channelled back to their original
economy countries. The purpose is usually to obtain more favourable tax treatment.

Early 2010 data point to a modest recovery,
though. Global FDI outflows rose by about




All components of
FDI are recovering,
but slowly.
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ment, after a buying spree in 2008 (WIR09);
the declining trend is expected to continue
in 2010, fuelled by the tax abatement given
to Japanese TNCs that repatriate funds from
their foreign affiliates.®

Outflows from developing countries amount-
ed to $229 billion in 2009, a fall of 23 per
cent over the previous year, marking the
end of a five-year upward trend. Yet this
contraction was less severe than in devel-
oped countries. As a result, developing and
transition economies further strengthened
their global position as emerging sources
of FDI in 2009, increasing their share to 25
per cent compared to 19 per cent in 2008
(fig. 1.3).

This confirms a trend that predates the recent
crisis. Developing and transition economies’
economic growth, the rise of their TNCs
and growing competitive pressure at home
have supported an expansion in their foreign
investment. Added to the uneven regional
impact of the recent global crisis on outward
foreign investment, this has pushed the share
of developing and transition economies in
global FDI outflows to a record high. Other
than the British Virgin Islands, which is one
of the tax haven economies, three of the
economies (China, Hong Kong (China) and
the Russian Federation) are among the top
20 investors in the world (fig. 1.5). TNCs
from two of these economies, namely China
and the Russian Federation, plus India and
Brazil — also referred to collectively as BRIC
— have become dynamic investors (box 1.2).
Outflows from developing and transition
economies, however, remain well below
their share of FDI inflows (fig. 1.3).

Equity investments, other
capital flows (mainly intra-
company loans) and rein-
vested earnings all declined in 2009. A con-
tinued depressed level in equity investments

Figure 1.5. Global FDI outflows, top 20
home economies, 2008—-20092
(Billions of dollars)
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2 Ranked on the basis of the magnitude of 2009 FDI
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(reflected in weak cross-border M&As) and
a low level of reinvested earnings (due to
foreign affiliates’ depressed profits) were the
main factors keeping FDI flows low until the
end of 2009. Fluctuations in intra-company
loans slowed this downward trend somewhat,
and reinvested earnings also started to rise
in the mid-2009 (fig. 1.6).

FDI is showing signs of recovery in 2010,
sustained by a resumption of equity invest-
ment as well as increases in intra-company
loans and reinvested earnings. Corporate
profits have started to recover, following the
sharp drop observed in the last quarter of
2008. Reported earnings of the Standard and
Poor’s 500 companies in the United States
totalled more than $100 billion during the
last three quarters of 2009, as compared to
a historic loss of $200 billion reported for
the last quarter of 2008. The earnings of
767 Japanese companies surveyed by the
Nikkei for the year ending March 2010 were
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12 trillion yen ($133 billion) higher than  profits of companies of the Republic of
the previous year, but they still remained Korea listed on the local stock exchange
40 per cent lower than at their 2008 peak. saw double-digit growth in the first quarter
A similar trend can be observed in emerg- of 2010, compared to the same period in
ing economies. For example, the operating  the previous year. General improvements in

Box I.2. Qutward FDI from the BRIC countries

Rapid economic growth at home, high commodity prices, and FDI liberalization in host countries
have been feeding a boom in outward investment from BRIC, which reached a peak of $147
billion in 2008 — almost 9 per cent of world outflows, compared to less than 1 per cent ten years
ago (box figure 1.2.1). Although their FDI outflows fell in 2009 due to the global financial and
economic crisis, the four countries’ TNCs were again active outward investors over the first five
months of 2010.?

As in the case of developed countries, outward FDI
from BRIC has been boosted by rising volumes of
cross-border M&As. Between 2000 and 2009, Indian 800

Box figure 1.2.1. Outward FDI
flows and stocks from BRIC

(Billions of dollars)
i 160

Stock (left scale) Flows (right scale)

firms finalized 812 deals abroad, Chinese firms final- 700 Russion Fodoration  —— BRI 140
ized 450, Brazilian firms finalized 190, and Russian  °%°| mm e 129

firms finalized 436. Some of these deals were valued
at more than $1 billion (visit http://www.unctad.org/
wir for the full list of mega deals). TNCs from BRIC
share a number of common features: 100

500| #EE China

400 8888 Brazil

300

They have developed various ownership-specific 0 18 w99 200 201 2002 2003 2004 2005 2006 2007 2008 209
advantages that allow them to be competitive in g5, 6. UnGTAD, FDITNG database (www unctad.
foreign markets as well as in their own markets. org/fdistatistics).

In organizing their expansion abroad, Brazilian, Chinese, Indian and Russian TNCs alike
have sought to establish portfolios of locational assets as increasingly important sources of
their international competitiveness.

Initially, firms from BRIC expanded mainly into their own region, often into countries with
which they had close cultural links. A growing number of TNCs have ventured further afield,
however, in search of new markets and resources. India’s FDI stock in emerging markets, for
example, used to be concentrated in Asia, which accounted for 75 per cent of the total in the
mid-1990s. By 2008, India’s FDI flows to outside of Asia had increased to 61 per cent.

A large number of TNCs from BRIC are motivated by strategic considerations rather than
by short-term profitability, reflecting the role of state-owned enterprises in the outward
FDI of the group. The majority of Chinese TNCs, for example, are state-owned, and some
Brazilian, Indian and Russian TNCs are also state-controlled (Petrobras, ONGC Videsh and
Gazprom, for instance).

Many of the TNCs headquartered in BRIC have become truly global players, as they pos-
sess — among other things — global brand names, management skills and competitive busi-
ness models. Some of them, ranked by foreign assets, are: CITIC (China), COSCO (China),
Lukoil (Russian Federation), Gazprom (Russian Federation), Vale S.A. (Brazil), Tata (India)
and ONGC Videsh (India).

Supportive government policies have backed the rise of BRIC’s outward FDI. The adoption, in
the early years of the new millennium, of China’s “go global” policy successfully encouraged
domestic enterprises to invest globally. Brazil, India and the Russian Federation also want to
create global players through incentives (e.g. creating national champions in the Russian Federa-
tion and in Brazil, and further liberalization of foreign exchange regimes in India).

Source: UNCTAD.
@ “Growing nations draw deal activity”, Financial Times, 17 May 2010.
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Figure 1.6. FDI inflows, by component, 2005-2009, with quarterly data
for 2008-2010 Q1
(Billions of dollars)
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Source: UNCTAD, FDI/TNC database (http://www.unctad.org/fdistatistics) and own estimates.

Note: The countries/territories included in the quarterly data are: Argentina, Australia, Belgium, Bulgaria,
Chile, Denmark, Estonia, France, Germany, Hong Kong (China), Hungary, Iceland, Ireland, Israel,
Japan, Kazakhstan, Latvia, Lithuania, Mexico, the Netherlands, New Zealand, Norway, Panama, the
Philippines, Poland, Portugal, the Republic of Moldova, the Russian Federation, Slovakia, Sweden,
Switzerland, Taiwan Province of China, the United Kingdom, the United States and the Bolivarian

Republic of Venezuela.

corporate profitability are also observed in
income on FDI (fig. 1.7), which reflects the
performance of foreign affiliates. Reinvested
earnings are on the rise, and their share in
total income on FDI has also been increas-
ing, due to lower repatriation of profits to
parent firms.

3. FDI by modes of entry

The collapse of finan-
cial markets has cur-
tailed TNCs’ financing
of M&As. Banks and
financial institutions
have often been unable
or unwilling to finance

M&As have
experienced a
faster recovery,
while greenfield
investments have
been more resilient
during the crisis.

Figure 1.7. FDI income, 2005-2009, with quarterly data for 2008—-2010 Q1
(Billions of dollars and as per cent)
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acquisitions. Moreover, the collapse of stock
markets has reduced — and in some cases
eliminated entirely — the ability of TNCs to
raise equity capital. Internal resources have
also been squeezed. Greenfield investments,
which enable TNCs to expand the operations
of their foreign affiliates more gradually,
could be less costly, and are perceived as less
risky, judging by the failure rate of M&A
deals (WIR00). They also provide TNCs with
greater operational flexibility in adjusting
the level of activity at the initial stage of
establishment, which enhances their ability
to respond promptly to crises.

A preference for M&As over greenfield
investments as the dominant mode of FDI
has been observed over the past two decades
or so, particularly in developed countries.
This preference lies in part on asymmetric
information regarding the value of M&As
and greenfield projects. Financial markets
usually provide efficient mechanisms to
set the value of M&A targets, while there
is no such mechanism to assess the value
of greenfield investments. During financial
crises, financial markets become unreli-
able, eliminating the M&As’ information
advantage. In the initial stages of the recent
crisis, however, investors were able to ben-
efit from the collapse of the stock market
to acquire lower-priced targets than before.

For example, several sovereign wealth funds
(SWFs) acquired stakes in United States
financial companies.’

Recent developments are consistent with
these observations. Most of the drop in FDI
in 2008 and 2009 was due to a substantial
decrease in M&A deals rather than green-
field operations. The number of cross-border
M&A transactions declined by 34 per cent
(65 per cent in terms of value), compared
with a 15 per cent decline in greenfield
projects (fig. I.8).

This may not signal a long-term reversal of
the preference for M&As as the dominant
mode of FDI, however. As economies recover
from crises, capital becomes more abundant
and stock markets return to normal, tilting
the scale back in favour of M&As. The rise
of developing countries as FDI destina-
tions is also likely to weigh on the choice
between greenfield projects and M&As,
as developing-country firms become more
attractive targets for acquisitions. The data
available for the beginning of 2010 indeed
indicate a more dynamic growth in M&As
than in greenfield investments (fig. 1.8). The
average value of cross-border M&As was
only $70 million in the first five months
of 2010, though, or only half of the record
average in 2000.

Figure 1.8. Cross-border M&A sales and greenfield projects, 2005—-May 2010
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Services and the
primary sector
continue to capture
an increasing share
of FDI. The decline in
FDI affected not only
industries sensitive to
economic cycles, but
also industries that
were initially resilient
to the crisis.

FDI inflows and out-
flows slumped in all
three sectors (primary,
manufacturing and ser-
vices) in 2009.'° The
global economic and fi-
nancial crisis continued
to dampen FDI flows
not only in industries
sensitive to business

cycles — such as chemi-
cals and the automobile
industry — but also in those that were relatively
resilient in 2008, such as pharmaceuticals
and food and beverage products. In 2009,
only a handful of industries generated higher
investments via cross-border M&As than in
the previous year; these included electrical
and electronic equipment, electricity services
and construction. Telecommunication ser-
vices also continued to expand, protected by
resilient demand and a slightly lower inter-
nationalization than in other
industries (e.g. in the United

trend shortly (International Energy Agency
(IEA), 2009). In the oil and gas industries,
most companies cut back capital spending not
only by drilling fewer wells but also by delay-
ing and even cancelling exploration projects.
The Gulf of Mexico oil spill in mid-2010, the
largest of its kind in United States history,
may threaten the recovery of the industry
as countries reassess the use of their coastal
resources — host to many recent oil discover-
ies. Nevertheless, mining activities remained
relatively high (table 1.2) and are expected
to recover quickly.'"" FDI in agriculture also
declined in absolute terms in 2009, based
on the value of cross-border M&As in the
sector; the number of transactions, however,
increased (from 59 to 63 (table 1.2)).

The global slowdown and tumbling consumer
confidence took a toll on many manufactur-
ing industries. The value of cross-border
M&As in this sector collapsed by 77 per
cent in 2009. Worst hit were manufacturing
goods such as non-metallic mineral products,

Table 1.2. Cross-border M&As sales, by sector/industry,

States, FDI in the informa- 2007-2009
tion industry, which includes Value ($ billion) Number of cases
A1 12009 d Total 1023 707 250 7018 6425 4 239
per cent n compared - primary 74 90 48 485 486 433
to 2008 (United States, Bu- ﬁg}:iiﬁglture, hunting, forestry and 2 3 1 64 59 63
reau of Economic Analysis,  Mining, quarrying and petroleum 72 87 47 421 427 370
20]()))_ Manufacturing 337 326 76 1993 1976 1 153
Food, beverages and tobacco 50 132 10 213 220 109
Chemicals and chemical products 117 74 33 325 316 225
In 2009, the value of cross-  Non-metallic mineral products 38 29 0 130 91 22
border M&As in the pri— Metals and metal products 70 14 -3 218 199 95
. Machinery and equipment 20 15 2 228 265 134
mary sector declined by 47 Electrical and electronic 24 14 18 266 309 203
per cent after the peak of  edauipment
R Motor vehicles and other transport 3 12 9 86 95 74
2008. Energy investment equipment
. . Services 612 290 126 4539 3962 2653
worldwide plunged, mn the "o tricity, gas and water 103 49 62 135 159 130
face of a tougher financ- Construction 13 2 10 149 114 96
ing environment, weaken- E:g:port storage and 4“7 4 588 590 324
ing final demand and low communications 66 34 16 436 343 2M
Finance 249 74 10 712 563 458

cash flows. The economic
recession caused the global
use of energy to fall in 2009
for the first time since 1981,
although it is expected to
resume its long-term upward

Business services 102 101 17

1972 16811109

Source: UNCTAD, cross-border M&A database (www.unctad.org/
fdistatistics).
Note: Cross-border M&A sales in a host economy are sales of companies

in the host economies to foreign TNCs excluding sales of foreign
affiliates in a host economy. The data cover only those deals
that involved an acquisition of an equity stake of more than 10

per cent.
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as well as the metals and metallic products
industries, as many producers were hit by
low margins and falling demand. Acquisi-
tions in the automotive industry, which was
severely affected by the crisis from the start,
due to the tightening of consumer loans and
the decline in household purchasing power,
suffered another significant decline. A sharp
decrease in cross-border M&As was also
recorded in chemical products. Although
the largest cross-border deal recorded in
2009 was in the pharmaceutical industry
(the $47 billion acquisition of Genentech
(United States) by Roche (Switzerland))
(see http://www.unctad.org/wir for the full
list of mega deals in 2009), both greenfield
investments and M&As in the pharmaceu-
tical industry fell, with some divestments
leading to a further decline in FDI in this
industry.!? In food processing (the food,
beverage and tobacco industries), trends
vary according to the mode of investment:
cross-border M&As fell, but the number of
greenfield investments was higher than in
the two previous years (table 1.3).

In the services sector, the value of cross-
border M&As declined by 57 per cent in

Table I.3. Number of greenfield FDI
projects in selected industries, 2007-2009

2007 2008 2009

Sector/industry

Total sectors 12 210 16 147 13 727
Minerals 31 66 48
Coal, oil and natural gas 290 561 465
Alternative/renewable energy 293 416 330
Food, beverages and tobacco 668 916 956
Chemicals and chemical 662 739 704

products

Pharmaceuticals 198 247 236
Non-metallic minerals 241 322 163
Metals 458 600 87
Machinery and equipment 672 981 855
Electrical and electronic

equipment 791 942 806

Motor vehicle_s and other 861 1090 840
transport equipment

Hotels and tourism 297 553 370
Transpor.t, s?orage and 1024 1269 133
communications
Communications 448 594 544
Financial services 1161 1616 1267
Business activities 2922 3647 2 927

UNCTAD, based on information from the
Financial Times Ltd, fDi Markets (www.
fDimarkets.com).

-

Source:

2009, even though firms in this sector are
less sensitive to short-term business cycles.
Business services were among the industries
where investment expenditures were hard hit
by the crisis, with a decrease in the value of
cross-border M&A activity by 83 per cent and
a reduction of greenfield investment cases by
20 per cent. Financial services also suffered
an 87 per cent decline in cross-border M&As,
with large divestments further weighing on
FDI activities in the industry;'? greenfield
investments in financial services declined to
1,267 in 2009 compared to 1,616 in 2008. In
contrast, the value of cross-border M&As in
distribution services of electricity, gas and
water increased by 26 per cent in 2009, as
four out of the top ten cross-border deals took
place in electricity distribution services.'*

The impact of the crisis across sectors has
resulted in a shift in their relative weight in
FDI. Manufacturing has declined at the global
level, relative to the primary and services
sectors (fig. 1.9). The share of manufactur-
ing in total cross-border M&As was lower
in developed countries — where it stood at
30 per cent of their value in 2009 — than in
developing and transition economies, where
it accounted for 32 per cent of the transac-
tion value. The shares of the primary sector
and services in total cross-border M&As
by value, on the other hand, were higher in
developed countries than in developing and
transition economies (fig. 1.9).

Entities other than

TNCs!®> are also
engaged in FDI; these
include individuals,
governments, and
regional or international
organizations, as well
as special funds. While
FDI by the former three
entities is difficult
to measure, FDI by

Private equity funds
are shunning large
foreign investments in
favour of smaller ones.
Their FDI is recovering
slightly especially in
North America and
Asia with the revival of
the leveraged buyout
market.

special funds can be estimated by examining
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the data on cross-border M&A deals, which
account for most of their investments. In
2009, special funds’ combined FDI reached
about $129 billion ($106 billion for private
equity funds and $23 billion for sovereign
wealth funds) (table 1.4 and fig. 1.10),
accounting for over one tenth of global FDI
flows, up from less than 7 per cent in 2000
but down from 22 per cent in the peak year
of 2007.

a. Private equity funds

FDI by private equity funds and other
collective investment funds dropped
considerably in 2009. The value of their
cross-border M&As plummeted much more
than that of other investors. It registered a 65
per cent decline in 2009 (table 1.4), following
a 34 per cent contraction in 2008.

The slump in investments from private
equity funds was mainly due to a sharp fall
in large-scale investments. Deals valued at
more than $1 billion fell by an estimated 75
per cent. In contrast, investments in small and
medium-sized enterprises (SMEs) increased.

The number of cross-border M&As by private
equity funds rose by 12 per cent to 1,987
in 2009, reflecting a steady involvement by
private equity firms in the M&A market and
smaller deals.

Investors’ growing risk aversion, which
translated into a strong decline in fundrais-
ing, also contributed to reduced investment
activity by private equity and other collective
investment funds. In 2009, private equity
funds raised $220 billion, 65 per cent less
than in 2008 and the lowest amount since
2003 (Private Equity Intelligence, 2009).

Other factors behind the decline in FDI
by private equity funds include the lack
of promising new investment projects in a
climate of uncertain economic prospects, as
well as increasing financial pressures from
existing investments. The collapse of the
leveraged buyout market also contributed
to the decline. Financing for highly lever-
aged buyout transactions dried up as credit
conditions deteriorated, and banks stopped
granting new loans. Risk premiums for such
loans skyrocketed (European Private Equity

Figure 1.9. Sectoral distribution of cross-border M&As, by industry of seller,

1990-2009
(Percentages)
World Developed countries Developing and transition economies
[ [ 1T T ]
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1996-2000 1996-2000 1996-2000
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2008 2008 2008 EE
2009 2009 2009
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Source: UNCTAD, cross-border M&A database (http://www.unctad.org/fdistatistics).
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and Venture Capital Association, 2009). In
addition, the performance of the companies
that have been through a leveraged buyout
deteriorated in 2008 and 2009, making new
transactions much less attractive.'®

The downward trend continued in the first
five months of 2010. Both the value and the
number of cross-border M&As decreased, by
2 per cent and 36 per cent respectively, com-
pared to the same period in 2009. Whereas
their cross-border M&As in continental
Europe were still low, private equity firms
increased their investments in North America
and in developing countries in Asia.

A recovery in private equity funds’ FDI
will depend on several factors. A revival
of the leveraged buyout market can only
be expected when financial markets have
largely recovered from the crisis and when
banks have further reduced the risk profiles
of their balance sheets. In addition, regula-

Table 1.4. Cross-border M&As by private

tors and supervisory bodies will influence
private equity funds’ investments. The policy
framework for the leveraged buyout market
is currently changing. In April 2009, the
European Commission proposed a directive
on Alternative Investment Fund Managers
(AIFMs), which intends to provide a regula-
tory and supervisory framework for the activi-
ties of alternative investment fund managers
in the EU, in order to contribute to financial
stability.!” New rules proposed by the EU in
May 2010 further tighten operations in the
EU by hedge funds (including private equity
funds) located outside the region.

The highly leveraged mega deals of the
2003-2007 boom years will probably not be
seen in the near future. Meanwhile, private
equity funds keep concentrating on SMEs:
the average value of FDI projects decreased
to about $50 million in 2009-2010, down
from about $200 million in 2007-2008.

b. Sovereign wealth funds

Funds set up by or on
behalf of sovereign
states have emerged as

FDI by sovereign
wealth funds was
resilient during the

equity firms, 1996-May 2010
(Number of deals and value)

Number of deals Value . . o s . .
! ; ! : active sources of FDI in crisis with a shift
Year  Number SIELOT $ billion Siar=l - .
total (%) total (%) recent years. Similar to ~ away from finance
1223 g?g 12 2421 12 private equity funds but into other sectors.
1998 1082 14 79 11 with much lower levels
1999 1283 14 89 10 of FDI, these sovereign wealth funds were,
2000 1338 13 92 7 however, seriously affected by the finan-
2001 1246 15 88 12 ol Ket crisi d the elobal .
2002 1244 19 85 18 cial market crisis and the global economic
2003 1486 22 108 27 downturn in 2008 and 2009. Firstly, SWFs’
2004 1622 22 157 28 assets lost considerable value, particularly
oo oo s o ” in the first half of 2009. SWFs with a high
2007 1906 18 456 27 share of equity and alternative assets in their
2008 1776 18 303 24 portfolios were more seriously affected than
22810; L gg; ;‘2‘ 122 12 funds that concentrated on fixed-income and
money market products.'®* However, as SWFs
Source: UNCTAD, cross-border M&A database.

are generally long-term investors and have
less need for liquidity, most of these losses
were book losses that were not realized. In
addition, the improving world equity markets
during the latter half of 2009 resulted in a
partial recovery of their asset portfolios.

a For 2010, January—May only.

Note: Value is on a gross basis, which is different
from other M&A tables based on a net
value. Includes M&As by hedge funds.
Private equity firms and hedge funds refer
to acquirers as “investors not elsewhere
classified”. This classification is based
on the Thomson Finance database on
M&As.
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As a result, the market value of SWFs’ to-
tal assets declined slightly in 2009, falling
from an estimated $4.0 trillion at the end of
2008 to an estimated $3.8 trillion at the end
of 2009 (Sovereign Wealth Fund Institute,
2009a)."” Most analysts have adopted a more
pessimistic view of SWFs’ growth prospects
than in the past two years.*°

At the same time, funding of commodity-
based SWFs was hit hard by the declining
prices of oil and other commodities. The
funding of non-commodity-based SWFs
suffered due to their countries’ declining
trade surpluses, which resulted from falling
demand from developed countries.

And yet the value of FDI directed by SWFs
from their funds, which is indicated by
cross-border M&A data, increased in 2009,
despite the reduced levels of total funds, in
contrast to private equity funds’ outflows.
SWFs invested $22.9 billion in FDI in 2009
— 15 per cent more than in 2008 (fig. 1.10).
However, investment behaviour during and
after the crisis differed among SWFs. Several
funds temporarily stopped FDI activities;
others, such as the Korea Investment Cor-
poration, are considering allocating more

funds for buy-out groups (such as private
equity funds). In the first five months of
2010, however, SWFs’ FDI fell somewhat
compared to the same period in the previ-
ous year, with no major M&A transaction
recorded by funds based in the United Arab
Emirates, which were the largest investors
until 2009 (fig. 1.10).

Besides reducing their FDI, many SWFs
have revised their investment strategy. The
financial sector used to dominate SWFs’
FDI, accounting for 36 per cent of their
cross-border acquisitions in 2007-2008. In
2009-2010, however, cross-border M&As
in the financial sector amounted to only
$0.2 billion, down by 98 per cent from
2007-2008. A minority of SWFs even di-
vested their banking holdings,?! sometimes
realizing heavy losses.?> Many SWFs reori-
ented their FDI towards the primary sector
and industries less vulnerable to financial
developments (fig. 1.11).2> SWFs also in-
creased their cross-border M&As in the
manufacturing sector.?*

SWFs changed their regional focus in
2009 and 2010, too. Before the start of the
financial market crisis, their FDI had con-

Figure 1.10. FDI by sovereign wealth funds,2 2000-May 2010P
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Source: UNCTAD cross-border M&A database (http://www.unctad.org/fdistatistics).

a2 Cross-border M&As only; greenfield investments by SWFs are assumed to be extremely limited. Data show gross
cross-border M&A purchases of companies by SWFs, i.e. without subtracting cross-border sales of companies

owned by SWFs.
® For 2010, January—May only.
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centrated on developed countries in North
America and the EU. In 2009 and the first
five months of 2010, SWFs increased their
FDI in Asia,? which had been much less
affected by the financial market crisis and
the economic downturn.

SWFs’ investment prospects are also influ-
enced by other considerations. Their growing
foreign investment activities have raised
concerns that they could be a possible threat
to national security and to the market-based
economies of host developed countries.

Some recipient countries have tightened their
investment regimes, or otherwise regulated
FDI (chapter I1I).?* SWFs have responded
by making efforts to improve transparency,
by adopting a set of rules known as the
Santiago Principles. A study of the 10 larg-
est SWFs carried out by RiskMetrics found
that they fully complied with a total of 60
per cent of these Principles (RiskMetrics,
2009). This could help reduce concerns in
host countries about the implications of their
investments.

Figure 1.11. FDI? by sovereign wealth funds, by main target sectors, 2007-2008 and
2009—May 2010°
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UNCTAD, cross-border M&A database (http://www.unctad.org/fdistatistics).

2 Cross-border M&As only. Greenfield investments by SWFs are assumed to be extremely limited.

® For 2010, January to May only.
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B. International production: the growing role of
developing and transition economies

FDI stock and assets
continued to increase
despite the toll taken
by the crisis on TNCs’
sales and value-added.

The economic and
financial crisis has
significantly af-
fected TNCs’ op-
erations abroad.?’

activity, however, the share of foreign af-
filiates” value-added (gross product) reached
a new historic high of 11 per cent of world
gross domestic product (GDP). Besides
greenfield investments, any expansion of

The share of developing-  Foreign affiliates’  the foreign operations of TNCs in 2009 can
countr y.TN.Cs In gl.obal sales and value-add-  largely be attributed to the organic growth
production is growing. ed declined by 4-6  of existing foreign affiliates.

per cent in 2008 and

2009 (table 1.5). Since this contraction was  Foreign employment remained practically
slower than the decline of world economic  unchanged in 2009 (+1.1 per cent) (table

Table I.5. Selected indicators of FDI and international production, 1990-2009

Value at current prices Annual growth rate

Item (Billions of dollars) (Per cent)

1990 2005 2008 2009 1991-1995 1996-2000 2001-2005 2008 2009
FDI inflows 208 986 1771 1114 225 40.0 52 -15.7 -37.1
FDI outflows 241 893 1929 1101 16.8 36.1 9.2 -149 -42.9
FDI inward stock 2082 11525 15491 17 743 9.3 18.7 13.3  -13.9 14.5
FDI outward stock 2087 12417 16 207 18 982 11.9 18.4 146 -16.1 171
Income on inward FDI 74 791 1113 941 35.1 13.4 31.9 -7.3 -15.5
Income on outward FDI 120 902 1182 1008 20.2 10.3 31.3 -7.7 -14.8
Cross-border M&As a 99 462 707 250 491 64.0 0.6 -30.9 -64.7
Sales of foreign affiliates 6026 21721 31 069> 29 298¢ 8.8 8.2 18.1 -4.5P -5.7¢
Gross product of foreign affiliates 1477 4327 61639 5812¢ 6.8 7.0 13.9 -4.3d -5.7¢
Total assets of foreign affiliates 50938 49252 71694f 77 057F 13.7 19.0 20.9 -4.9f 7.5t
Exports of foreign affiliates 1498 4319 66632 51868 8.6 3.6 14.8 15.48  -22.2¢
OISO B R Cull A 24 476 57 799 78 957" 79 825 5.5 9.8 67 =370 14
(thousands)
Memorandum
GDP (in current prices) 22 121 45273 60766 55 005 5.9 1.3 10.0 103 - 9.5
Gross fixed capital formation 5099 9833 13822 12404 5.4 1.1 11.0 11.5 -10.3
Royalties and licence fee receipts 29 129 177 . 14.6 8.1 14.6 8.6 .
Exports of goods and services 4414 12954 19986 15716 7.9 3.7 14.8 15.4 -21.4

Source: UNCTAD, based on its FDI/TNC database (www.unctad.org/fdi statistics); UNCTAD, GlobStat; and

a
b

c

i

IMF, International Financial Statistics, June 2010.
Data are available only from 1987 onwards.
Data for 2007 and 2008 are based on the following regression result of sales against inward FDI stock (in
millions of dollars) for the period 1980-2006: sales=1 471.6211+1.9343* inward FDI stock.
Data for 2009 based on the observed year-over change of the sales of 3,659 TNCs’ foreign operations between
2008 and 2009.
Data for 2007 and 2008 are based on the following regression result of gross product against inward FDI stock
(in millions of dollars) for the period 1982-2006: gross product=566.7633+0.3658* inward FDI stock.
Decline in gross product of foreign affiliates assumed to be the same as the decline in sales.
Data for 2007 and 2008 are based on the following regression result of assets against inward FDI stock (in
millions of dollars) for the period 1980-2006: assets= -3 387.7138+4.9069* inward FDI stock.
Data for 1995-1997 are based on the following regression result of exports of foreign affiliates against inward
FDI stock (in millions of dollars) for the period 1982—1994: exports=139.1489+0.6413*FDI inward stock. For
19|98—2009, the share of exports of foreign affiliates in world export in 1998 (33.3%) was applied to obtain the
values.
Based on the following regression result of employment (in thousands) against inward FDI stock (in millions of
dollars) for the period 1980-2006: employment=17 642.5861+4.0071* inward FDI stock.
Data for 2009 based on the observed year-over change of the estimated employment of 3,659 TNCs’ foreign
operations between 2008 and 2009.
Based on data from IMF, World Economic Outlook, April 2010.

Note: Not included in this table are the value of worldwide sales by foreign affiliates associated with their parent

firms through non-equity relationships and of the value of sales of the parent firms themselves. Worldwide
sales, gross product, total assets, exports, and employment of foreign affiliates are estimated by extrapolating
the worldwide data of foreign affiliates of TNCs from Austria, Canada, the Czech Republic, Finland, France,
Germany, ltaly, Japan, Luxembourg, Portugal, Sweden and the United States for sales; those from the
Czech Republic, Portugal, Sweden and the United States for gross product; those from Austria, Germany,
Japan and the United States for assets; those from Austria, the Czech Republic, Japan, Portugal, Sweden
and the United States for exports; and those from Austria, Germany, Japan, Switzerland and the United
States for employment, on the basis of the shares of those countries in worldwide outward FDI stock.
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I.5). This relative resilience might be ex-
plained by the fact that foreign sales started
to pick up again in the latter half of 2009.
In addition, many TNCs are thought to have
slowed their downsizing programmes as
economic activity rebounded — especially
in developing Asia. In spite of the setback
in 2008 and 2009, an estimated 80 million
workers were employed in TNCs’ foreign
affiliates in 2009, accounting for about 4
per cent of the global workforce.

Dynamics vary across countries and sectors,
but employment in foreign affiliates has been
shifting from developed to developing coun-
tries over the past few years (chapter II); the
majority of foreign affiliates’ employment
is now located in developing economies.?®
The largest number of foreign-affiliate em-
ployees is now in China (with 16 million
workers in 2008, accounting for some 20
per cent of the world’s total employees in
foreign affiliates). Employment in foreign
affiliates in the United States, on the other
hand, shrank by half a million between 2001
and 2008.

In addition, the share of foreign affiliates’
employment in manufacturing has declined
in favour of services. In developed countries,
employment in foreign affiliates in the manu-
facturing sector dropped sharply between
1999 and 2007, while in services it gained
importance as a result of structural changes
in the economies (OECD, 2010).

Foreign affiliates’ assets grew at a rate of
7.5 per cent in 2009. The increase is largely
attributable to the 15 per cent rise in inward
FDI stock due to a significant rebound on
the global stock markets (section A).

The regional shift in international produc-
tion is also reflected in the TNC landscape.
Although the composition of the world’s top
100 TNCs confirms that the triad countries
remain dominant, their share has been slowly
decreasing over the years. Developing and
transition-economy TNCs now occupy seven

positions among the top 100. And while
more than 90 per cent of all TNCs were
headquartered in developed countries in the
early 1990s, parent TNCs from developing
and transition economies accounted for more
than a quarter of the 82,000 TNCs (28 per
cent) worldwide in 2008 (fig. 1.12), a share
that was still two percentage points higher
than that in 2006, the year before the crisis.
As a result, TNCs headquartered in develop-
ing and transition economies now account
for nearly one tenth of the foreign sales and
foreign assets of the top 5,000 TNCs in the
world, compared to only 1-2 per cent in 1995
(table 1.6) (see http://www.unctad.org/wir
for the list of the 100 biggest TNCs).

Other sources point to an even larger pres-
ence of firms from developing and transition
economies among the top global TNCs. The
Financial Times, for instance, includes 124
companies from developing and transition
economies in the top 500 largest firms in the
world, and 18 in the top 100.° Fortune ranks
85 companies from developing and transi-
tion economies in the top 500 largest global
corporations, and 15 in the top 100.%°

Figure 1.12. Number of TNCs from
developed countries and from
developing and transition economies,
1992, 2000 and 2008
(In thousands)
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Source: UNCTAD.
Note: Figures in the bar show a distribution
share.

Over the past 20 years, TNCs from both
developed and developing countries have
expanded their activities abroad at a faster
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Table 1.6. Foreign activities of the top 5,000
TNCs,? by home region/country, 1995 and 2008

(Per cent)

Foreign assets

Foreign sales

Home region 1995 2008 1995 2008
Developed countries 98.9 92.0 98.7 90.9
EU 27.9 40.4 37.7  40.9
United States 5585 29.5 28.0 291
Japan 8.8 13.3 27.8 13.9
Developing and transition
economies 1.1 8.0 1.3 9.1
of which: Asia 1.0 6.6 1.1 7.6
Total 100.0 100.0 100.0 100.0
Source: UNCTAD, based on Thomson One Banker.

a2 For 1995, data cover some 2,084 TNCs.

Table I.7. Recent evolution in the internationalization
level of the 100 largest non-financial TNCs worldwide
and from developing and transition economies, 2007

and 2008
(Billions of dollars, thousands of employees and percentage)

rate than at home. This has been sus-
tained by new countries and industries
opening up to FDI, greater economic
cooperation, privatizations, improve-
ments in transport and telecommunica-
tions infrastructure, and the growing
availability of financial resources
for FDI, especially for cross-border
M&As.

The internationalization of the largest
TNCs worldwide, as measured by the
transnationality index, actually grew
during the crisis, rising by
1.0 percentage points to 63,
as compared to 2007. The
transnationality index of the
top 100 non-financial TNCs

100 largest TNCs

100 largest TNCs from
developing and transition

from developing and transition

worldwide ecanomies economies, h‘ow.ever, dropped
Variable 2007 2008 % Change 2007 2008 % Change 1n 2008&. This is due to the
Assets 5 : :
Foreign 6116 6172 0.9 808 907 12.3 fact that in SplFe of th,e rapid
Total 10702 10 760 0.9 2311 2680  16.0 growth of their foreign ac-
: o, _ ... .
Foreign as % of total 57 57 0.2 35 34 1.1 tivities, they experlenced even
Sales : :
Foreign 4936 5173 48 805 997 239 faster ,ngth in their home
Total 8078 8354 3.4 1699 2240  31.8 countries (table 1.7). Among
Foreign as % of total 61 62 0.8 47 45 -2.9 fd .
9 ° both groups, this index varies
Employment fAa - H
Foreign 8440 8905 55 2648 2652 02 by region: TNCs based in the
Total 14 870 15408 36 6366 6779 6.5 EU, Africa, and South Asia are
Foreign as % of total 57 58 1.0 42 39 -2.5

Source:
TNCs.
a2 In percentage points.

UNCTAD/Erasmus University database on the top 100

among the most transnational-
ized (table 1.8).

Table 1.8. The transnationality index of the 100 largest TNCs worldwide and the 100
TNCs from developing and transition economies, by home region, 2008
(TNI values and number of entries)

100 largest TNCs worldwide

100 largest TNCs from developing and transition

economies
Home region Avfﬁ?age Nl;rrr‘!tlr)ieersof Home region Avfr"i?age Ntér:tt:%rsof
Total 63.4 100 Total 48.9 100
EU 67.6 58 Africa 58.8 9
France 66.6 15 Latin America and the Caribbean 42.5 9
Germany 56.9 13 West Asia 50.6 7
United Kingdom 75.5 15 East Asia 51.1 47
Japan 50.0 9 South Asia 57.9 5
United States 58.1 18 South-East Asia 47.5 15
Developing and transition economies 50.7 7 South-East Europe and the CIS 27.2 8

Source: UNCTAD.

a2 TNI, the transnationlity Index, is calculated as the average of the following three ratios: foreign assets to total
assets, foreign sales to total sales and foreign employment to total employment.
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C. FDI prospects: a cautious optimism

Prospects for global The gradual improve-
FDI: cautious ment of macroeconomic
optimism in the short- conditions, recovering
term and regaining corporate profits and  UNCTAD’s estimates suggest that FDI flows
momentum in the stock market valua-  will slowly recover to about $1.1—1.3 tril-
medium-term. tions, and policies gen-  [ion (with the baseline scenario of over $1.2

erally promoting open- trillion) in 2010, before gaining momentum
ness to FDI are expected to be sustained over  to reach $1.3—1.5 trillion ($1.4 trillion on

the next few years. These favourable trends  the baseline) in 2011 (fig. 1.13). Only in
will continue to boost business confidence. 2012 would foreign investment regain its
TNCs, investment promotion agencies (IPAs) 2008 level, with flows estimated within a

and FDI experts surveyed by UNCTAD’s  range of $1.6-2 trillion ($1.8 trillion on the
latest World Investment Prospects Survey  baseline) (fig. 1.13).

confirmed that global FDI flows were

therefore likely to increase during Figure 1.13. Global FDI flows, 2002-2009, and
2010-2012 (UNCTAD, forthcom- projections for 2010-2012
ing a).%' (Billions of dollars)
The FDI recovery over the next 25004
few years is expected to confirm
global trends that pre-date the 2000
crisis:
15001

* The relative share of manufac-

turing will most likely contin-  1000;

ue to decline, as services and

the primary sector offer more 500

attractive FDI opportunities;
* Developing and transition 0 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

economies are expected to ab-
sorb and generate increasing

shares of global FDI. Asia is Source: UNCTAD.
Note: The estimates for 2010, 2011 and 2012 are based on

Baseline Optimistic — - - Pessimistic

viewed as the most attractive the results of the World Investment Prospects Survey
region for FDI, while a rela- (UNCTAD, forthcoming a), taking into account data for the
. . first quarter of 2010 for FDI flows and the first five months
tively weaker investment re- of 2010 for cross-border M&As for the 2010 estimates,
covery is expected in Europe as well as the risks and uncertainties elaborated upon
. in the text. In addition to the baseline scenario, two less
and Africa. France, Germany, likely scenarios are included, as upper and lower ranges,
the United Kingdom and the in the figure.

United States will remain the

main sources of FDI, but newcomers These projections are supported by en-

such as China, India and the Russian  couraging macroeconomic, corporate and

Federation will increasingly figure policy outlooks. At the same time, TNCs

among the top home bases for FDI. are expressing renewed optimism about
the global FDI environment, in particular
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from 2011 onwards. These factors all point
towards an increase in FDI over the next
few years, although substantial risks and
uncertainties remain.

a. Key factors influencing future FDI
flows

Leading
macroeconomic,
corporate and
policy factors
point to a
recovery of FDI
inflows from 2010
onwards.

Macroeconomic factors.
Recent forecasts suggest
that the global economy
has exited recession and
returned to growth, although
the path to recovery is still
uncertain and fragile. The

world economy as a whole
is expected to grow by 3
per cent in 2010, after a 2 per cent contrac-
tion in 2009. Longer-term prospects are
considered better, although the speed and
scale of recovery will vary among regions
and countries (table 1.9). More buoyant
economic growth is expected to facilitate
the availability of investment capital and
the growth of overseas markets, which augur
well for FDI prospects.

Table 1.9. Real growth rates of GDP and
gross fixed capital formation (GFCF),

2009-2011

(Per cent)
Variable Region 2009 2010 2011
World -2.0 3.0 3.2
GDP Developed economies -3.4 1.9 21
growth Developing economies 2.2 5.8 5.8
rate Transition economies -3.7 1.1 3.0
World 4.3 6.9 7.0
GFCF Advanced economies?® -12.0 0.9 5.4

growth ; f
rate Eggﬁg;rmge;nd developing 33 8.3 8.4
Source: UNCTAD based on United Nations, 2010

for GDP and IMF, 2010 for GFCF.

2 IMF’s classfication on advanced, emerging and
developing economies are not the same as the United
Nations’ classification of developed and developing
economies; the two organizations use different country
classifications.

At the same time, domestic investment
should recover rapidly in the coming two
years (table 1.9), suggesting stronger business
demand and opportunities for FDI. Central
banks are expected to maintain low inter-

est rates until the end of 2010, which will
moderate the cost of corporate financing for
investment. Commodity price increases are
likely to remain modest, helping to contain
operating costs.

Firm-level factors. Annual TNC profits in
2009 were lower than in 2008 (fig. 1.14).
Yet the modest economic recovery in the
second part of 2009, improved demand in
a number of industries, and successful cost-
cutting effort’> have enhanced corporate
profits slightly since mid-2009 (section A).
As a result, the profits of the top 500 United
States and top 600 European companies
should increase by one third in 2010, while
Japan’s listed companies should see their
bottom line improve by 70 per cent.**At the
same time, TNCs’ liquidity position (cash
holdings) has improved,** due to recovering
profits and reserves built up on the back of
depressed investment spending.*> Added to
the improved stock market performance in
2009, this will increase the funds available
for investments and could boost the value
of cross-border M&A deals.

Policy factors. To stem the downward FDI
trend and respond to competition for invest-
ment projects, most countries have further
liberalized their investment regimes and are
expected to continue doing so, which should
encourage FDI; a resurgence of targeted state
intervention, however, could deter invest-
ment in some cases (chapter III).

Besides investment policy, the expected
phasing out of government rescue packages
will also impact on foreign investment. On
the one hand, some TNCs are still struggling
with the effect of the economic crisis, and
the end of government aid schemes could
hamper their ability to invest abroad. On
the other hand, the privatization of rescued
companies should create investment oppor-
tunities, including for foreign TNCs. In this
context, the risk of investment protectionism
cannot be excluded, requiring continued
vigilance®® (chapter III).
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Figure 1.14. Profitability® and profit levels of TNCs,

1997-2009
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Risks and uncertainties. The scenario of
FDI recovery presented above (fig. 1.13)
remains fraught with uncertainties. Firstly,
the stability of the global financial system
going forward is not yet assured. The health
of the banking system has improved some-
what, thanks to government bailouts, the
improved economic environment, balance-
sheet restructurings, and the normalization of
financial markets. Yet systemic weaknesses
remain, and efforts to reform the international
financial architecture to avoid further crises
have not yet come to fruition. The shape of
regulatory reforms in the financial sector,
and their impact on credit and investment,
therefore remain uncertain (chapter III). Until

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

UNCTAD, based on data from Thomson One Banker.
a2 Profitability is calculated as the ratio of net income to total sales.
The number of TNCs covered in this calculation is 2,498.

0 to exchange rate instability. The
recent sovereign debt crisis in
some European countries has
further contributed to the insta-
bility of the euro (UN-DESA,
2010). All these factors could
affect FDI.

Lastly, risks of investment protectionism
have not yet disappeared, even if no such
trend has been observed so far. In addition,
ongoing efforts to rebalance the rights and
obligations of the State and investors, if
not properly managed, could contribute to
uncertainties for investors.

If they materialize, any of these risks would
easily derail the fragile economic and fi-
nancial recovery under way, resulting in
depressed FDI levels.

b. TNCs’ future plans

TNCs appear opti-
mistic about invest-
ment prospects in
line with their con-
tinuing international
expansion plans.

Companies’ perceptions
of their business and
investment environment
are improving, accord-
ing to UNCTAD’s WIPS
(UNCTAD, forthcoming
a). While 47 per cent
of WIPS respondents were pessimistic re-
garding their overall business environment
in the 2009 survey, only 36 per cent were
pessimistic in the 2010 survey. Optimism
is even more pronounced when longer-term
perspectives are considered (fig. I.15).

these reforms are concluded, confidence in
global financial markets is unlikely to fully
recover, resulting in limited access to credit,
and continued stock exchange volatility. At
the same time, ballooning fiscal deficits in
some European countries are putting pres-
sure on an already constrained credit market
and have resulted in unsustainable levels of
government debt. Risks of a sovereign debt
crisis cannot be excluded, and the financial
crisis that would ensue would severely derail
global economic growth and FDI flows.
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Figure 1.15. Level of optimism/pessimism  TNCs plan to ramp up their international

of TNCs regarding the investment investment programmes (fig. 1.17).
environment, 2010-2012

(Percentage of responses by TNCs surveyed)
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This cautious optimism seems to be shared
by others. The large majority of IPAs sur-
veyed in the WIPS are upbeat about the FDI
outlook for the coming three years. As in
the case of TNCs, IPA respondents were on 2010 2011 2012
average more positive for the medium term Source: UNCTAD, forthcoming a.
(2012) than for 2010.

Unchanged

Decrease

. L . S a. By mode of entry
This renewed optimism is translating into

foreign investment intentions. The WIPS re-  Cross-border M&As are
. . R . Cross-border
veals that the .forelgn share in TNCs assets, exp'ected to pick up for  nNre A are leading
employment, investment and sales will keep  various reasons: (a) the
growing in the coming years (fig. [.16). This  financial situation of
is true in all industries, and for all business  TNCs is improving; (b)
functions, including R&D. Accordingly, stock exchange valuations are much higher
than in 2009; and (c) ongoing corporate
Figure 1.16. Internationalization and ipdgstrial restruc_tqring is cregting new
prospects for TNCs, 2009 and 2012 acquisition opportunities, in particular for
(Percentage of responses by TNCs surveyed) emerging-country TNCs. These conditions
are more conducive to M&As than greenfield

the FDI recovery.

100
investments (WIR00). As has already been
80T highlighted in section A.3, cross-border
60 1 M&As tend to recover faster than greenfield
investments when global economic condi-
40 + tions improve.

O Large-scale restructuring is resulting in grow-
o ing concentration. This is the case not only
2009] 2012| 2009| 2012 2009 2012 2009] 2012 in the automotive industry, where the number
Salost | [Employmentj S Assets S| flnvesment of suppliers could drop substantially,?” but
@ No international activity Less than 10% abroad also in industries such as agribusiness and

1 10% to 20% abroad M 20 to 50% abroad . . . . .
More tan 50% abroad retailing. In innovation industries such as

pharmaceuticals and the biotech industry,

Source:  UNCTAD, forthcoming a. M&As have been used to gain fast and ex-
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clusive access to technology, a trend which
could gain additional momentum.?®

Cash-rich TNCs, including those from
developing and transition economies, are
likely to take advantage of lower asset prices
to further their foreign expansion through
M&As. Recent transactions have highlighted
opportunities in the automotive *° and chemi-
cals* industries, in particular.

Greenfield investments should also pick up,
moderately in 2010 and then faster in 2011
and 2012. Investment activities are expected
to be concentrated in natural resources and
services, where market prospects are more
favourable.

b. By industry

in emerging economies), will encourage
TNCs to expand their capacity to meet the
additional demand.

International investment in the services
sector is expected to grow faster than in
manufacturing, based on TNC responses
to the WIPS (UNCTAD, forthcoming a).
Medium-term prospects for services are
generally superior to those for the manu-
facturing sector. In addition, many services
TNCs, which some years ago were mainly
focused on their home market, are now
pursuing internationalization strategies
involving ambitious investments abroad.
Hutchison Whampoa (Hong Kong (China))
has, for instance, recently announced large
new projects in infrastructure (Australian
harbours) and energy (energy distribution

In the primary sector, in Canada).

the gradual market and
price upturn since the
second half of 2009 has
encouraged major com-
panies that continue to
enjoy sound financial
positions to maintain ambitious invest-

Services and
primary sector TNCs
are more bullish
about their medium-
term investment
prospects.

c. By home region

The role of
developing
and transition
economies as
sources of FDI
will accelerate.

TNCs from developed coun-
tries are generally more
pessimistic than those from
developing countries in the
short term. Although these

ment programmes. The FDI prospects for
up to 2012 are therefore rather promising,
especially in petroleum upstream activities.
Various petroleum companies, such as Total
(France), are investing in new oil and gas
fields, not only in the Middle East, but also
in other regions, such as North America.*!

Manufacturing industries such as agribusi-
ness or pharmaceuticals that rely on non-
cyclical or fast-growing markets have been
resilient in spite of the crisis. Some of the
industries most affected by the crisis, such as
the automotive industry, are now recovering,
and could once again revive their invest-
ment plans. However, other manufacturing
activities sensitive to the crisis continue
to be faced by falling demand or a weak
recovery. Fast-growing markets (such as
those for environment-friendly products,
renewable energies, or consumer markets

differences tend to disappear
over a longer time horizon, developing-coun-
try TNCs — especially in Asia — anticipate a
stronger growth of their FDI expenditures
from 2009 to 2012 than those from devel-
oped, especially European, countries (fig.
1.18). This suggests that the share of develop-
ing and transition economies in global FDI
outflows, while still small (fig. 1.3), will
keep rising over the coming years.

The growing role of developing economies
as sources of FDI is confirmed by investment
promotion agencies (IPAs) surveyed in the
WIPS about the most promising investors in
their respective countries. While developed
economies still account for the majority of
FDI sources mentioned by [PAs, developing
and transition economies account for three
out of the top ten (fig. 1.19) and seven out
of the top twenty.
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Figure 1.18. Prospects for respondent companies’ FDI expenditures as compared to
those in 2009, by home region
(Average of responses by TNCs surveyed)

H 2010 = 2011 2012

e L
o f8)

North

World Developed Developing Europe Other Developing
economies economies developed America Asia
countries
Source: UNCTAD, forthcoming a.
Note: -4: very large decrease; +4: very large increase.

On the other hand, TNCs’ FDI
plans are increasingly focusing
on developing and transition
economies, especially in South,
East and South-East Asia, and,
to a lesser extent, Latin America
(fig. 1.20). The ranking of future
FDI destinations confirms the
appetite of TNCs for investing
in developing and transition
economies, which are expected
to attract an increasing share of
global FDI inflows: four of the
five top destinations — China,
India, Brazil and the Russian
Federation — are not developed
economies (fig. [.21). FDI in-
flows to BRIC will be sustained by BRIC’s
large and fast-growing domestic markets,
liberalized industries and vast natural re-
sources, which have promoted a shift in
global production in their favour, and po-
sitioned the countries well to weather the
global downturn.

Figure 1.19. The most promising investor home
countries in 2010-2012, according to IPAs
(Number of times the country is mentioned
as top investor by respondent IPAS)

60

United  China Germany United France India
States Kingdom

Canada Spain Russian ltaly

Federation

Source: UNCTAD, forthcoming a.

d. By host region

According to the WIPS,
the EU and North Amer-
ica remain among the
top three host regions
for FDI (fig. 1.20), con-
firming their continued
attraction as investment

Developing and
transition economies
will be increasingly
attractive as
investment
destinations.

destinations. Investor interest in these two
regions, however, remains largely unchanged
over time.

This finding indicates that investors expect
these countries to continue to grow despite
the economic crisis. Developing Asia con-
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Figure 1.20. Priority given to each host
region by the respondent TNCs in their FDI
plans, 2010 and 2012
(Average of responses by TNCs surveyed)
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Source: UNCTAD, forthcoming a.
Note: 1: No priority; 5: Top priority.
tinues to become increasingly attractive
relative to other regions, with six Asian

countries among the top 15 — as against
five in last year’s survey. In contrast, the
attractiveness of developed countries seems
to have declined slightly (fig. [.21).

Figure 1.21. Top host economies for FDI in 2010-2012
(Number of times the country is mentioned as

top FDI priority by respondent TNCs)

Africa as a whole still trails at the bottom
of future investment destinations, how-
ever. In addition, FDI inflows to tax haven
economies are expected to decline further
due to the higher standards of transparency
and required information exchange on tax
evasion. Improvements in the application
of national treatment to domestic as well
as foreign investment are also reducing
incentives for round-tripping.

Investment intentions suggest that most FDI
to developing and transition economies will
keep focusing on a small number of emerg-
ing markets, while least developed countries
(LDCs) will remain marginal.

TNCs’ growing interest in developing and
transition economies is not related only to
cheaper labour costs. Large and/or fast-
growing local markets, and in some cases,
growing pools of skilled manpower, are also
proving increasingly attractive. Consequently,
FDI to developing and transition economies
is not, and will not be, only directed at the
most labour-intensive, low value-added
components of the value chain,
but, increasingly, at more inno-
vative and technology-intensive
activities.

120
L - After two years of decline, glob-
B0 T~~~ ===~ al FDI flows are expected to
ol EE® ] pick up in 2010. The economic
recovery, the return of profits to
OB R Ty levels similar to those before the
20 crisis, and the continued interest
ol H of TNCs in internationalization
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Source: UNCTAD, forthcoming a. in both 2010 and 2011-2012,
Note: Rankings in the survey conducted in 2009 are given in FDI flows could recover to $1.3

parentheses before the name of selected countries.

trillion in 2011 and $1.5 trillion
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in 2012, up from $1 trillion in 2009 and an
estimated $1.2 trillion in 2010. Cross-border
M&As should be the major driver of this
investment recovery, whereas the contribu-
tion of greenfield projects is expected to be
more limited.

Another major disruption of the global fi-
nancial system and a possible crisis in the
eurozone, however, could easily derail this
expected recovery. These risks cannot yet
be ruled out, and economic and investment
prospects therefore remain fragile.

Regardless of the pace of investment recov-
ery, developing and transition economies —
especially in developing Asia — are bound to
benefit the most, while their contribution to
global outward FDI is expected to expand.
Chapter II provides a more detailed analysis
of regional trends.

Due to differences in data collection methodology

among countries and between inflows and out-

flows, as well as the different timing of recording

FDI transactions between host and home countries,

there are some differences between FDI inflow

and FDI outflow data.

2 The Global FDI Quarterly Index is based on
quarterly data on FDI inflows for more than 60
economies which together account for roughly
90 per cent of global FDI flows. The index has
been calculated from the year 2000 onwards, and
is calibrated such that the average of quarterly
flows in 2005 equals 100.

3 The data on cross-border M&As that are used

for this report are based on the Thomson Finance

Database on M&As. They are not fully comparable

with official FDI flow data.

For example, in 2008, FDI stock in the United

Kingdom denominated in United States dollars

declined by $282 billion, while in the domestic

currency there was an increase of £52 billion.

The countries and territories that fall into this

group include: Andorra, Anguilla, Antigua and

Barbuda, Aruba, Bahrain, Barbados, Belize, the

British Virgin Islands, the Cook Islands, Domi-

nica, Gibraltar, Grenada, the Isle of Man, Liberia,

Liechtenstein, the Maldives, the Marshall Islands,

Monaco, Montserrat, Nauru, the Netherlands

10

11

12

13

14

15

16

Antilles, Niue, Panama, Saint Kitts and Nevis,
Saint Lucia, Saint Vincent and the Grenadines,
Samoa, the Seychelles, Tonga, the Turks and
Caicos Islands, the United States Virgin Islands
and Vanuatu.

According to data for 79 countries for which such
data were available.

For example, FDI outflows from the United States
to Sweden were negative at $10 billion. (A nega-
tive value means that companies from the United
States divested more than they invested in Sweden
in 2009.)

Since April 2009, 95 per cent of the dividends
received by Japanese firms from their foreign
affiliates have been tax-exempted. In the year
ending March 2010, Japanese TNCs received a
record amount of dividends reaching more than 3
trillion yen ($33 billion), 20 per cent larger than
in the previous year. See: Nikkei, 19 May 2010.
For example, Temasek Holdings (Singapore)
acquired an 11 per cent stake in Merrill Lynch
in 2008 for $4.4 billion.

The discussion here mainly uses data on cross-
border M&As and greenfield investments, since
FDI data broken down by sector/industry for
2009 and the first part of 2010 will only become
available in 2011, or later, for most countries.
There are many cases of recent cross-border ac-
quisitions in the mining sector; one example is
the purchase by CNOOC (China) for $3.1 billion
of a 50 per cent stake in Bridas (Argentina) in
2010.

For example, in 2009, two Canadian firms, QLT
Inc. and MDS, sold their affiliates in the United
States to Tolmar Holding Inc. (United States) and
INC Research (United States) for $230 million
and $50 million respectively.

For example, Sumitomo Mitsui (Japan) took over
Citigroup Japan’s brokerage businesses, Nikko
Cordial Securities, for $6 billion.

They include, among others, the acquisition of
British Energy Group plc by EDF (France) for
$17 billion, and the purchase of the remaining
25 per cent of Endesa (Spain) by Enel (Italy) for
$13 billion. See http://www.unctad.org/wir for
the full list of mega deals.

For a definition of TNCs, see the report’s meth-
odological note (http://www.unctad.org/wir).

At the end of 2008, 45 per cent of firms out of
a sample of companies surveyed by Standard
and Poor’s were more than 10 per cent behind
forecasts on earnings before interest, taxes, de-
preciation and amortization (EBITDA) (Standard
and Poor’s, 2009).
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19
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According to the proposed directive of article
25(3), the Commission shall adopt implementing
measures setting limits on the level of leverage
that AIFMs can employ, taking into account the
type of alternative investment fund, its investment
strategy and the sources of leverage. The defini-
tions of leverage and quantitative measures are
not yet in place (European Central Bank, 2009).
However, the proposed tightening of the rules
could limit the extent of future leverage in private
equity and other collective investment funds, and
therefore dampen their growth.

For example, the market value of the total as-
sets of Temasek (Singapore), which follows an
active investment strategy with a high share of
equity investments, declined by 30 per cent,
from $185 billion in March 2008 to $130 billion
in March 2009 (Temasek, 2009). On the other
hand, China Investment Corporation (CIC),
known as a rather passive investor, was not
seriously hit by the crisis due to its conserva-
tive portfolio composition. At the end of 2008,
CIC held 87 per cent of its assets in cash and
cash products. See: Wall Street Journal. CIC
took conservative, not jazzy, tone. 11 August
20009.

State Street (2009) estimated a similar decline
in SWFs” assets from $3.5 trillion at the end of
2008 to $3.2 trillion in August 2009. Estimates of
the total asset values of SWFs differ, due to the
varying definitions of SWFs and to the limited
disclosure and lack of transparency by many
SWFs. There are no official data for this market.
Various institutions use a variety of techniques
for their estimates. Therefore, the figures must
be used and interpreted with caution.

In March 2009, International Financial Services
London revised its 2008 estimate for the value
of SWF assets by 2015 from $10 trillion to $8
trillion. The McKinsey Global Institute (2009)
projected the total assets of SWFs by 2013 at
only $4.3 trillion.

For example, IPIC (United Arab Emirates) sold
an 11 per cent stake of Barclays plc, worth $5.7
billion. Deutsche Bank (2009).

For example, Singapore’s Temasek sold its stake in
the Bank of America in 2009 at an estimated loss
of more than $3 billion (CNNMoney, 2009).
The Qatar Investment Authority is reviewing its
strategy to focus more on commodities, food,
energy and water (Sovereign Wealth Fund Insti-
tute, 2010). The chairman of China Investment
Corporation (CIC) stated in October 2009 that
CIC’s strategy is to focus on commodity-related
and real estate assets, in reaction to expected
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price bubbles in equity markets and as a hedge
against expected inflation. See: China Economic
Review. CIC chief warns of price bubbles, keen
on commodities. 29 October 2009.

For example, IPIC acquired a 70 per cent stake,
worth $1 billion, in the German steel company
MAN Ferrostahl, and a 100 per cent stake in Nova
Chemicals, Canada, for $0.5 billion.

For example, GIC (Singapore) acquired ProLogis
China Operations in China for $1.3 billion, and
China Investment Corporation (China) acquired
Noble Group Limited in Hong Kong (China), for
$0.9 billion.

Canada and Germany established a review
mechanism for certain foreign investments (see
WIR09).

There was a decline in the number of foreign affili-
ates in some countries. For example, the number
of foreign affiliates in Japan declined by 6.3 per
cent to 2,763 in 2008 (Japan, METI, 2010a).
Developing and transition economies are estimated
to account for 53 per cent of total employees of
all foreign affiliates in 2007.

Based on their market values on 31 March
2010.

Based on 2009 revenues.

This survey provides an outlook on future trends
in FDI as seen by the largest TNCs, IPAs and ex-
perts. The 2010-2012 survey, based on some 240
TNCs, 110 IPAs and 12 experts, and undertaken
between January and April 2010, is the most re-
cent in a series of similar surveys that have been
carried out regularly by UNCTAD since 1995, as
part of the background work for its annual World
Investment Report.

For example, Japanese companies listed in the
stock markets could reduce costs by 14 per cent
in the year ending March 2010, the largest decline
rate since mid-1970 (Nikkei, 26 May 2010).
Nikkei, 23 May 2010; and information from
Thomson-Reuter.

For example, 10 United States technology TNCs
could increase their liquidity by 40 per cent in
March 2010, compared to the same period of the
previous year. See: Financial Times. Cash-rich
technology groups avoid the M&A path. 26 April
2010.

For example, United States firms are estimated
to have reached a record high of $1.54 trillion in
their financial reserves in December 2009, 21 per
cent higher than one year earlier. See: Nikkei. 11
April 2010.

UNCTAD (2010e).

There were about 4,500 auto suppliers glob-
ally in 2008, compared to around 30,000 ten
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years earlier. Source: KPMG, Global M&A:
Outlook for Automotive. August 2010. Further
concentration is expected.

As illustrated by the acquisition of Stiefel Labora-
tories (United States) by GSK (United Kingdom)
for $3.6 billion, the acquisition of the Arrow group
(United Kingdom) by Watson Pharmaceuticals
(United States) for $1.7 billion; and the acqui-
sition of Ebewe Pharma (Austria) by Novartis
(Switzerland) for $1.3 billion.

One example is the recent sale of Swedish car-
maker Volvo — acquired by Ford (United States)

40

in 1999 — to Geely (China) in a deal valued at
$1.8 billion.

According to KPMG, increased M&A activity
driven by companies in the Middle East and
Asia could change the shape of the international
chemicals industry. Source: KPMG (2009).
Global M&A: Outlook for Chemicals. No-
vember.

41 Source: Total. Press release. 11 February 2010.




Foreign direct investment (FDI) flows fell in all major regional groupings of countries in 2009,
though not equally. In contrast with the previous year, flows to developing and transition
regions also registered declines — marking the end of a prolonged period of near uninter-
rupted growth. FDI flows to these regions, however, recovered in the second half of 2009
and showed increase vigour in the first quarter of 2010.

The evolving nature and role of FDI varies among regions:

Africa is witnessing the rise of new sources of FDI.

Industrial upgrading through FDI in Asia is spreading to more industries and more
countries.

Latin American transnational corporations (TNCs) are going global.

Foreign banks play a stabilizing role in South-East Europe, but their large scale pres-
ence also raises potential concerns.

High levels of unemployment in developed countries triggered a concern of the impact
of outward investment on employment at home.

Official development assistance (ODA) can act as a catalyst for boosting the role of FDI
in least developed countries (LDCs).

For landlocked developing countries (LLDCs) to succeed in attracting FDI they need to
shift their strategy to focus on distance to markets rather than distance to ports.

Focussing on key niche sectors is crucial if small island developing States (SIDS) are
to succeed in attracting FDI.
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Regional Trends in FDI

This chapter analyses regional trends in
FDI, with some additions to the coverage
and changes in presentation as compared
to previous World Investment Reports. It
first focuses on the traditional regions (four
developing-country regions, South-East
Europe and the Commonwealth of Indepen-
dent States (CIS), and developed countries).
Then it goes on to discuss FDI in special
groups of economies with similar common
geographical or organizational features, such
as structurally weak, vulnerable and small

economies (LDCs, LLDCs and SIDS). The
analysis in each subregion begins with a
presentation of facts and figures in graphs
and tables. Then, salient developments and
issues with respect to regional FDI trends
are highlighted. Finally, for each of the tra-
ditional major regions — and LDCs, LLDCs
and SIDS — a topic of particular relevance
is discussed with the aim of drawing atten-
tion to an important FDI-related issue for
the region.

A. Regional trends

FDI flows to developed countries experi-
enced the largest decline (44 per cent) in
2009 among all regions and subregions.
Among the developing economies — which
as a whole registered a 24 per cent fall in
inflows — South, East and South-East Asia
showed the smallest decline (17 per cent) and
remained the largest recipient, accounting
for almost half of the total inflows. Africa
recorded a decrease of 19 per cent in 2009.
In terms of the decline rate, flows to Latin
America and the Caribbean and West Asia
fell more. However, all developing regions
saw their shares rise in global FDI inflows
(table I1.1). This is not the case for transition
economies of South-East Europe and the

Commonwealth of Independent States (CIS),
which suffered a decline of 43 per cent.

FDI outflows in 2009 showed a similar pat-
tern to inflows: they decreased in all regions
and subregions. FDI outflows from developed
country TNCs were almost halved in 2009
(table I1.1). The share of developing coun-
tries in global FDI outflows rose to 21 per
cent, while those of transition economies,
although small, maintained their upward
trend to 5 per cent (table I1.1). Within the
developing countries, outflows from South,
East and South-East Asia have been particu-
larly noteworthy, accounting for 14 per cent
of global outflows in 2009.

Table 11.1. FDI flows, by region, 2007-2009
(Billions of dollars and per cent)

Region FDI inflows FDI outflows
2007 2008 2009 2007 2008 2009
World 2100 1771 1114 2268 1929 1101
Developed economies 1444 1018 566 1924 1572 821
Developing economies 565 630 478 292 296 229
Africa 63 72 59 11 10 5
Latin America and the Caribbean 164 183 117 56 82 47
West Asia 78 90 68 47 38 23

South, East and South-East Asia
South-East Europe and the CIS

259 282 233 178 166 153

91 123 70 52 61 51

Memorandum: percentage share in world FDI flows

Developed economies
Developing economies
Africa
Latin America and the Caribbean
West Asia
South, East and South-East Asia
South-East Europe and CIS

68.8 57.5 50.8 84.8 81.5 745
26.9 356 4209 129 154 20.8

3.0 4.1 5.3 0.5 0.5 0.5
7.8 10.3 105 2.5 4.3 4.3
3.7 5.1 6.1 21 2.0 2.1
12.3 159 20.9 7.9 8.6 13.9
4.3 6.9 6.3 2.3 3.1 4.6

Source: UNCTAD, FDI/TNC database (www.unctad-org/fdistatistics).
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1. Developing countries

a. Africa

(i) Recent trends

Table A. Distribution of FDI flows among
economies, by range,a 2009

Table B. FDIlinflows and outflows, and cross-border

M&As sales and purchases, 2008—-2009
(Billions of dollars)

Range Inflows Outflows

Above Angola, Egypt, Nigeria, South DI inflows FDI Cross-border ~ Cross-border

$3.0 billion Afriga ar)d Sudan Region outflows M&As sales M&As purchases

$2.0to Algefia, Libyan Arab 2008 2009 2008 2009 2008 2009 2008 2009

$2.9 billion Jamahiriya and Congo -

$1.0 to Tunisia, Ghana, Equatorial South Africa and Libyan Arab  Africa : 722 586 99 50 212 51 8.2 2.7

$1.9 billion Guinea and Morocco Jamahiriya North Africa 241 183 88 26 163 15 4.7 1.0
Zambia, Democratic Republic East'Africa 3.8 29 0.1 0.1 0.1 0.0 0.3 0.2

$0.5 to of tSe Czngij, Mozam_tt"%ue, Eavot West Africa  11.1 100 1.5 05 04 -0.2 0.4 0.0

i ganda, Niger, Unite ayp Southern
$0.9 billion 0 - iblic-of -Tanzania, AfllEE 287 216 -06 16 62 39 2.8 15
Madagascar and Namibia Central Africa 4.4 5.7 0.2 0.1 -1.8 0.0 0.0 0.0

Chad, Cote d’ Ivoire, Liberia, 2 %

$0.2 to Cameroon, Mauritius, Table C. FDI inward and outward stock, and income

$0.4 billion - Seychelles, Botswana-and Morocco, Liberia and Algeria

Senegal

on inward and outward FDI, 2008-2009

Burkina Faso, Guinea, Kenya,
Cape Verde, Rwanda, Mali,

Nigeria, Gabon, Tunisia, Kenya,

(Billions of dollars)

Sudan, Mauritius, Democratic

> 7 2 S " FDl inward FDI outward Income on Income on
Somalia, Djibouti, Ethiopia, Republic of the Congo, Region stock stock inward FDI outward FDI
Benin, Swaziland, Malawi, Senegal, Rwanda, Niger,
Below $0.1 Zimbabwe, Togo, Lesotho, Angola, Ghana, Seychelles, 2005 Zove) 200D ZUtE AU 200 20T Z(000E]
billion . Gambia, Central African S&do Tomé and Principe, Mali,  Africa 413.1514.8 84.5 102.2 49.5 343 2.4 2.1
Republic, Sdo Tomé and Botswana, Mozambique, X . . :
Principe, Sierra Leone, Malawi, Burkina Faso, Guinea- North Africa 75 4 1914 177 203 100 7.5 0.4 0.5
Gabon, Guinea-Bissau, Bissau, Zimbabwe, Cape Verde,  East Africa 232 264 07 08 0.8 0.9 0.1 0.1
Burundi, Comoros, Eritrea Namibia, Benin, Céte d’ Ivoire, West Africa 88.9 989 109 11.4 12.9 11.0 0.2 0.2
and Mauritania Swaziland, Cameroon and Togo Southern
: 54.3 68.7 243 137 s 1.0
a . . a B . Africa 101.4 165.1
Economies are listed according to the magnitude of their FDI  ontral Africa 27.6 329 09 0.9 Po= o 2 01 0.1

flows.

Figure A. FDI inflows, 2000-2009

Figure B. FDI outflows, 2000-2009

$ billion
$ billion

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

mmm Central Africa
= Southern Africa
== West Africa

mmm East Africa
== North Africa
——FDl inflows as a percentage of

gross fixed capital formation

Table D. Cross-border M&As by industry, 2008-2009

(Millions of dollars)

Table E.

Cross-border M&As by region/country,
2008-2009

(Millions of dollars)

Sales Purchases
Sector/Industry 2008 2009 2008 2009 Sales Purchases
Total 21193 5140 8216 2702 Region/country 2008 2009 2008 2009
Primary 2055 2579 -133 621 World 21193 5140 8216 2702
Mining, quarrying and petroleum -2055 2579 - 133 621 Developed economies 13385 4328 7362 1378
Manufacturing 15639 -110 1645 138 EerpeE Uniem 16 147 3159 6714 782
Food, beverages and tobacco B _ _ 39 United States -2670 1125 405 -0
Textiles, clothing and leather - - 7 - Japan_ . . ) . A
Wiea ame) e piesiEE B 1 1082 § Devel'opmg economies 7 698 797 853 1124
Publishing and printing -4 - -4 5 Afr'\llca h Afri 504 2;: 504 =
Chemicals and chemical products 21 -620 153 - Szgt—Sahr:Zn Africa 50‘; 603 50‘; 927-
Non-metallic mineral products 15 469 250 340 -4 South Africa 81 597 386 500
MiElls @l et preslueis e 28 = iz Latin America and the Caribbean - .70 175 395
s:"’('j‘:es v Ggg 262 O 94? South America - -66 175 383
rade - - - i

Hotels and restaurants 4 -117 - 3 As(i)aentral America 7194 -60 399 102
Transport, storage and communications 1 665 3 058 4 s West Asia 1060 -164 115 i
Finance 5613 -295 7037 1643 South, East and South-East Asia 6 134 105 284 102
Business services - 157 21 - - South-East Europe and the CIS 15 - - 200
Health and social services 152 5 282 - Russian Federation 15 - - 200

ed statistics on FDI and cross-border M&As.

Visit www.unctad.org/wir or www.unctad.org/fdistatistics for det
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After almost a decade of growth (fig. A),
FDI flows to Africa declined from a peak of
$72 billion in 2008 to $59 billion in 2009,
due to the contraction of global demand and
the fall in commodity prices.! This decrease
in foreign investment is particularly serious
for a region where FDI accounts for about a
fifth of gross fixed capital formation. Thus
FDI could be an important source of job
creation and value-added activities.

The extent of the FDI decline varied across
subregions. West Africa and East Africa,
having benefited most from the previous
boom in commodity-related investments,
experienced a decline in FDI inflows. Flows
to North Africa also declined despite its more
diversified FDI and sustained privatization
programmes. Central Africa is the only sub-
region that saw FDI rise because of large
investments in Equatorial Guinea. While
flows declined, Southern Africa remained
the largest recipient subregion, as a result
of a number of large investment deals (e.g.
telecommunications in South Africa).

Cross-border mergers and acquisitions
(M&As) in Africa plummeted (tables D
and E), whereas the decline in greenfield
investments was more muted. M&A sales
and purchases declined by 76 per cent and
67 per cent respectively, mainly due to large
projects being postponed or cancelled, such
as the deal between South African telecoms
giant MTN and India’s Bharti Airtel, and the
transaction between mining firms Xstrata
(Switzerland) and AngloAmerican (United
Kingdom). Some greenfield investments
— including, for example, Senegal’s new
airport — were also delayed.

Income on FDI in Africa — which yielded
the highest rate of return among developing
host regions (UNCTAD, 2008a) — declined
by 31 per cent in 2009 (table C), after several
years of rapid growth.

While foreign investment in manufacturing
was under severe strain, FDI inflows to the
primary sector were at a low level due to the

collapse in commodity prices and the drying
up of international financial resources.? The
services sector, led by the telecommunica-
tions industry, became the dominant FDI
recipient and attracted the largest share of
cross-border M&As in Africa with transac-
tions such as a $2.4 billion Vodafone deal
in South Africa.

While the distribution of FDI by industry
shows a concentration in the mining industry
in terms of value, the manufacturing sec-
tor accounted for 41 per cent of the total
number of greenfield investment projects
during 2003-2009, including, for example,
metals (9 per cent of the total), transport
equipment (7 per cent) and food and bev-
erage (6 per cent). This calls for reassess-
ment of FDI in Africa as a different picture
emerges, depending on whether the analysis
is conducted with investment values versus
investment cases.

Outward FDI declined in all subregions
except Southern Africa, where African TNCs
kept investing in natural resources and the
service sector, mainly in other countries
within the region.

Some countries introduced policy measures
to promote foreign investment by lowering
corporate taxes (e.g. Gambia and Morocco)
or improved their general investment policy
environment (e.g. Rwanda and Libyan Arab
Jamahiriya). In contrast, there was also
a tightening of the regulatory framework
by adding local content requirements (e.g.
Nigeria) or by introducing new foreign
ownership limitations in specific sectors
(e.g. Algeria).

Prospects for FDI inflows to Africa suggest
a slow recovery, as global economic and
financial conditions are expected to improve
and commodity prices to rebound from the
lows reached in early 2009 (IMF, 2010a).
The region’s largest economies are relatively
well positioned: South Africa ranked 20th
among the top priority economies for FDI
in the world, while Egypt ranked 31st in
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the UNCTAD’s World Investment Prospects
Survey (WIPS) (UNCTAD, forthcoming a).
The strong performance of emerging Asian
economies that are important sources of
FDI in Africa will support a revival of FDI
inflows to Africa, and sustained intraregional
investment will help small and low-income
African countries ease their dependence on
flows from traditional economies (section

ii).

The outlook for FDI outflows is also im-
proving. Investment from Africa, especially
within Africa, is expected to rebound in 2010,
sustained by recovering commodity prices
and improving economic conditions in the
region’s main investing countries, such as
South Africa and Egypt.

TNCs and fast-growing emerging economies
in need of natural resources.

FDI flows from developing Asia to Africa
now account for a major part of interregional
FDI flows among developing countries.
China, in particular, has become one of the
most significant foreign investors in some
sub-Saharan African countries, while India
and Malaysia are also substantial sources
of FDI to the region (fig. II1.1).

When measured in value, most of the in-
vestments in the region from developing
countries are resource-seeking, and often
involve state-owned enterprises such as
CNOOC (China), Petronas (Malaysia) and
ONGC (India) (table I1.3). The largest

number of investment projects undertaken
by Chinese and Indian investors, however,
are in manufacturing and infrastructure (Gu,
2009); 80 per cent of Indian investments in
eight East African countries, for example, are
market-seeking. While labour costs in Africa
may not differ significantly from those in
the firms’ home economies, the duty-free,
quota-free access of African countries to
developed countries through the African
Growth and Opportunity Act (AGOA) and
the European Union’s (EU’s) Everything
But Arms (EBA) initiative have generated
some efficiency-seeking investment. This

(ii) New sources of investment in
Africa

TNCs from developing
economies are making a
rapid entry into Africa.
They are providing
additional development
opportunities and
access to global
markets.

The expansion of FDI
from developing econ-
omies continues to be
an important factor in
Africa’s investment
landscape in recent
years. The share of
those emerging inves-
tors in FDI inflows to Africa increased from
an average of 18 per cent in 1995-1999 to
21 per cent for the period 2000-2008 (table
I1.2). The global financial crisis has rein-
forced this pattern, as investments from
new sources proved more resilient than
FDI from developed countries.

Table 11.2. Distribution of estimated inward
FDI flows and stock in Africa,
by home region

Share in world total (%)

Emerging TNCs from various regions. Home region Inflows  Inward stock
Although developed-country TNCs still 1 oos Jou0g 1999 2008
L .
account for the lion’s share of inward FDI 15 world 100.0 100.0 1000 100.0
stock and flows to many African countries,  peveloped countries 79.0 721 89.0 91.6
the presence of firms from developing  Developing economies 17.7 208 69 74
countries — in particular, developing coun- Africa 51 49 23 29
. £ - 3 h b . inol Latin America and the 5.5 0.7 13 13
tries from Asia’ — has been increasingly Caribbean : : : :
significant (table I1.2; UNCTAD, 2010a). Asia 67 152 31 32

Behind this increase are some important _South-EastEuropeandthe CIS 03 00 00 00

factors such as high commodity prices, the
growing internationalization of emerging

Source:
Note:

UNCTAD, 2010a.

Compiled on the basis of Africa as the reporting host
countries. Unspecified regions are included in the total.
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Figure Il.1. Major developing economy
investors in Africa, 2006-2008
(Millions of dollars)

South Africa 2609

China 2528

Malaysia

India

Taiwan Province
of China

Korea, Republic of

Brazil §
0 250 500 750

UNCTAD, FDI/TNC database.

Note: Data refer to the outward flows of the developing
economies listed above to Africa as a region in
2006-2008 or the latest three-year period available.
Data for India and Taiwan Province of China are on an
approval basis. Data for Malaysia refer to equity only.
As data on outflows to Africa are not available, data
for South Africa are derived as differences between
two-year stocks.

Source:

has been the case particularly in the textiles
and clothing industries, with TNCs from
China, Hong Kong (China), Singapore and
Taiwan Province of China among the most
active investors.

Chinese FDI stock in Africa — 40 per cent
of it in South Africa — reached $7.8 billion

by the end of 2008, accounting for only 4
per cent of China’s total outward FDI stock
(fig. I11.2). Whereas much attention has been
focused on the role of Chinese state-owned
enterprises, Chinese private investors have
become increasingly active players in the
region (Gu, 2009).

Indian FDI in Africa, accounting for 9 per
cent of total outward FDI from India, has
traditionally been concentrated in Mauritius,
taking advantage of the latter country’s
offshore financial facilities and favourable
tax conditions; as a result, the final destina-
tions of these investments have often been
elsewhere. Indian investors have, however,
been branching out to other countries in the
region, such as Cote d’Ivoire, Senegal and
Sudan; in 2010, India’s Bharti Airtel acquired
the African mobile phone networks* of Ku-
wait’s Zain for $10.7 billion. In addition,
Malaysian companies such as Petronas and
Telkom Malaysia have been responsible for
more than 24 per cent of all M&A purchases
in the African continent during the period
1987-2005 (UNCTAD, 2007a).

FDI flows from West Asia into Africa picked

Table 11.3. The ten largest cross-border M&A deals in Africa concluded
by developing country TNCs, 1991-2009

Value o Host Industry of the e Home Shares
el ($ million) (TS CEI 2 economy acquired company (X T GETPENY economy acquired
2008 5617 Standard Bank Group Ltd  South Africa Banks Industrial & Commercial oy, 20

Bank of China
Nigerian National Petroleum .. . Crude petroleum and .

2006 2 692 Corp-OML 130 Nigeria natural gas CNOOC Ltd China 45
Telephone

2006 2313  Tunisie-Telecoms Tunisia communications, Investor Group Unl_ted Arab 35
except Emirates
radiotelephone

) - Petroliam Nasional Bhd .
2003 1766 Egyptian LNG Egypt Natural gas liquids (Petronas) Malaysia 35
. - Nitrogenous . : United Arab

2007 1410 Egyptian Fertilizers Co SAE Egypt . Abraaj Capital Ltd Eriteies 100

2006 1332 MobiTel Sudan Radiotelephone Mobile Kuwait 61
communications Telecommunications Co

2007 962 Al Watany Bank of Egypt Egypt Banks National Bank of Kuwait Kuwait 93.7

2006 898  Waco International Ltd South Africa COnstruction Waco International Ltd g i, Africa 100
materials SPV
Telephone

2006 806 Bashair Telecom Co Ltd Sudan gz(r?en;tunlcatlons, Investcom Lebanon 30
radiotelephone

Greater Nile Petroleum Crude petroleum and Oil & Natural Gas Corp .
2003 768 Operating Co Sudan natural gas Ltd (ONGC) India 25
Source: UNCTAD, cross-border M&A database.

Note: The data cover only those deals that involved an acquisition of an equity stake of more than 10 per cent.
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Figure I1.2. FDI from China to Africa,
2003-2008
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Source: UNCTAD, FDI/TNC database.

up during the second half of the past decade,
with Egypt as the main destination.® Recently,
the Gulf Cooperation Council investments
in sub-Saharan African countries such as
Ethiopia, Sudan and the United Republic of
Tanzania have also been on the rise, espe-
cially in agriculture (UNCTAD, 2009b).

TNCs from transition economies, mainly from
the Russian Federation, have also expanded
into Africa, seeking to enhance their access
to supplies of raw materials and moving into
new segments of strategic commodities. They
entered the African market either directly
(the total value of African M&A sales to
Russian firms reached $2 billion), or through
acquisitions of parent firms in developed
countries (UNCTAD, 2008a).

In addition to interregional FDI from devel-
oping and transition economies, intraregional
FDI in Africa is increasing. The share of
African host countries in the outward stock
of South African FDI has increased from
less than 5 per cent before 2000 to 22 per
cent in 2008, reaching almost $11 billion
(table 11.4). The 2,250 South African proj-
ects in other African countries recorded in
2009 were concentrated in infrastructure,
telecoms, mining and energy.

Some 55 per cent and 84 per cent of the
stocks of Moroccan and Tunisian outward
FDI, respectively, goes to North Africa,

while more than a third of outward FDI from
Mauritius goes to Africa, mainly to Mada-
gascar. Furthermore, the share of Africa in
the inward FDI stock is high in Botswana
(32 per cent in 2007), Madagascar (21 per
cent in 2005), Malawi (27 per cent in 2004),
the United Republic of Tanzania (43 per
cent in 2005) and Uganda (18 per cent in
2003). Regional integration has facilitated
intraregional FDI in the continent (UNCTAD,
2009b). The key investors in the United Re-
public of Tanzania, for instance, were South
Africa, Mauritius and Kenya — which partly
cushioned the impact of the global financial
crisis. Regional integration, by providing
access to larger markets, also fostered FDI
in general, including from other regions (Te
Velde and Bezemer, 2006).

Table 1l.4. South Africa’s outward FDI
stock in Africa, selected years
(Millions of dollars and per cent)

Items 1990 1995 2000 2002 2008

716 1057 1768 135310843
48 45 50 7.0 21.8

FDI stock in Africa

Share of Africa in total
FDI outward stock (%)

UNCTAD, based on South African Reserve Bank; and
Page and te Velde, 2004.

Source:

Impacts on the African economy. As TNCs
from developing and transition economies
have a tendency to invest in labour-intensive
manufacturing, their FDI has a large potential
for employment generation. Brazil-based
TNC Odebrecht, for example, is one of An-
gola’s largest employers. FDI in Lesotho’s
apparel industry has also generated much-
needed employment. In addition, during
the period 2003-2005 developing country
investors doubled their employment in Africa
(UNIDO, 2007).

Technologies used by TNCs from developing
countries are likely to be suitable for other
developing countries and may therefore
contribute to technological upgrading in host
African countries (WIR06). A World Bank
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survey found that a significant amount of
new machinery brought into host African
countries — both by Chinese and Indian
TNCs — was bought in China (Broadman,
2007). At the same time, the share of de-
veloping countries and transition economies
in joint-ventures in Africa increased from
24 per cent in 2000 to 45 per cent in 2009
(table II.5); these partnerships suggest an
increasing likelihood that FDI from devel-
oping countries will facilitate the diffusion
of knowledge to local entrepreneurs and
contribute to the structural transformation
of African companies.

Table II.5. International joint ventures
in Africa, by home region,
2000, 2008, 2009

Home region 2000 2008 2009
Total number 76 99 33
Developed countries’ share (%) 76.3 62.6 55.3
Developing countries’ share (%) 23.7 37.4 447

Source:  UNCTAD.

TNCs from developing countries — like
their peers from developed countries — pro-
vide host African countries with access to
resources and markets through their inter-
national production systems. The financial
capital generated, mobilized and invested
by those cash-rich TNCs (especially state-
owned enterprises) represents a significant
addition to domestic savings and domestic
investment in host African countries.

FDI from developing countries often carries
benefits for infrastructure: in many African
countries (Angola, Democratic Republic of

the Congo, Ghana and Nigeria), Chinese loans
backed by natural resources extracted through
FDI projects involving Chinese investment
are earmarked for infrastructure develop-
ment (Briutigam, 2010). In addition, Asian
investors (mainly from China) are involved
in building special economic zones (SEZs)
in various African countries (Algeria, Egypt,
Ethiopia, Mauritius, Nigeria and Zambia).
These SEZs may boost industrialization and
employment, as they are expected to result in
improved infrastructure, technology transfer
and employment opportunities, as well as
new schools and hospitals (Brautigam, 2010;
Sohlman, 2009).

Finally, investors from developing countries
are less apprehensive about the deterioration
of locational factors in Africa than investors
from developed countries (UNIDO, 2007).
This confidence has translated in more resil-
ient FDI, helping African countries to better
weather the global downturn. The fact that
state-owned enterprises account for a fair
share of FDI from developing countries, as
mentioned above, also suggests that FDI was
less affected by the financial crisis.

Investment from developing and transition
economies provides additional development
opportunities to Africa. These new sources
of FDI have offered a buffer against the
worst impact of the recent global crises by
offering more resilient flows and a broader
base of financial resources. It is important,
however, that African countries should be
more proactive to ensure development ben-
efits from investments from those economies
(UNCTAD, 2010a).
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Table A. Distribution of FDI flows among

Asia
(i) South, East and South-East Asia
(1) Recent trends

economies, by range,® 2009

M&As sales and purchases, 2008-2009
(Billions of dollars)

Table B. FDI inflows and outflows, and cross-border

Range Inflows Outflows

Above $50 . .

Hong Kong (Gring}

$10 to $49  Hong Kong (China), India China, India and i P

billion and Singapore Republic of Korea Region 2008 2009 2008 2009 2008 2009 2008 2009
Thailand, Republic of Korea, South, East and
Indonesia, Viet Nam, Islamic  Malaysia, Singapore, South-East Asia 282 233 166 153 53 35 72 40

$1.0 to Republic of Iran, Taiwan Taiwan Province of East Asia 185 155 132 117 17 16 40 36

$9.9 billion Province of China, Pakistan, China, Thailand and South Asia 50 41 19 15 13 6 13 0
Macao (China), Philippines Indonesia South-East Asia___ 47 37 15 21 23 13 19 4

and Malaysia

Bangladesh, Cambodia,

Mongolia, Sri Lanka,

Philippines, Islamic

Table C. FDI inward and outward stock, and income on

$0.1 to Myanmar, Brunei Republic of Iran, inward and outward FDI, 2008-2009
$0.9 billion . * Darussalam, Afghanistan Macao (China) and (Billions of dollars)
and Lao People’s Democratic VietNam
Republic > FDlinward FDI outward Income on Income on
Nepal, Bhutan, Timor-Leste B’“"g'rinarﬁiza‘am» stock stock inward FDI___ outward FDI
, Bhutan, Timor- . , )
Elit(o)\r/\: $0.1 Maldives and Democratic Bangladesh, SOUthREZISOtnand 2008 2009 2008 2009 2008 2009 2008 2009
P le’s R blic of K Cambodia, Pakist f .
O e O e . e Monaoliar South.EastAsia 2174 2469 1572 1786 193 197 105 108
East Asia 1349 1561 1184 1362 145 153 98 100
@ Economies are listed according to the magnitude of South Asia 172 218 67 82.0 15 15 2 2
their FDI flows. South-East Asia___ 653 690 . 321 342 33 30 6 6

Figure A. FDI inflows, 2000-2009 Figure B. FDI outflows, 2000-2009
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Table D. Cross-border M&As by industry, 2008-2009
(Millions of dollars)

Table E. Cross-border M&As by region/country,
2008-2009
(Millions of dollars)

Sales Purchases
Sector/industry 2008 2009 2008 2009 Sales Purchases

Total 52622 34 748 72298 40 467 Region/country 2008 2009 2008 2009
Primary 658 1597 8102 12 962 World 52 622 34748 72 298 40 467
Agriculture, hunting, forestry and fishing 199 4 31 - 54 Developed economies 26 689 11320 46 094 19 966
Mining, quarrying and petroleum 460 1593 807213016 European Union 9962 1031 26 857 2875
Manufacturing 18 981 17 084 8 207 2798 United States 8122 3985 8662 1014
Food, beverages and tobacco 1696 3298 199 - 142 Japan 8941 5473 -1 355 350
Chemicals and chemical products 8254 1038 2198 154 Developing economies 24 884 23195 26179 18796
Metal and metal products 1680 -351 -99 958 Africa 284 102 6 134 105
Machinery and equipment 875 1119 1155 531 Latin America and the Caribbean 164 374 987 1018
Electrical and electronic equipment 1607 9 441 736 787 South America - 0 - 116 981
Motor vehicles and other transport Central America - 298 248 171 -
equipment P 168 G 2480 ™ 24762 22497 19042 17 649
Services 32983 16 067 55 989 24 707 West Asia 8420 5005 2700 158
Electricity, gas and water 7525 2241 3549 70973 South, East and South-East Asia 16 342 17 491 16 342 17 491
Trade 1972 2609 2379 2273 China 5375 4518 37941 9333
Transport, storage and communications 6 280 5758 24 579 -3 639 India 10 427 219 13 482 89
Finance 11 661 2839 53220 17 876 South-East Europe and the CIS 360 1% 25 1706
Business services 3834 2532 -1404 759 Russian Federation 329 13 0 347

Visit www.unctad.org/wir or www.unctad.org/fdistatistics for detailed statistics on FDI and cross-border M&As.
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South, East and South-East Asia has expe-
rienced a relatively small decline in FDI
inflows, and is likely to become the first
region to bottom out of the current downturn.
Inflows to the region dropped by 17 per cent
to $233 billion in 2009 with a wide spread
across subregions and major economies (table
B). However, the decline was less than that
in many other parts of the world. In addition,
the region has become the first to benefit
from a rebound in global consumer and
business confidence, which has translated
into a pickup in FDI flows in several key
economies since mid or late 2009.

A drop in cross-border M&As was largely
responsible for declining FDI inflows to the
region. The value of M&A sales totalled $35
billion in 2009, down 34 per cent from 2008
(table D); in the four newly industrializing
economies (NIEs) (Hong Kong (China),
Republic of Korea, Singapore and Taiwan
Province of China) in particular, the total
value of cross-border M&As plummeted
by 44 per cent. Although the decline was
less pronounced, greenfield investment
also slowed down as some projects were
cancelled or postponed;® divestments made
things worse.’

A wide range of sectors and industries saw
a significant decline in FDI inflows, while
industries less sensitive to the business cycle,
targeted more towards national or regional
markets (rather than developed country
markets), and/or benefiting from government
stimulus packages, were generally the most
resilient. M&A sales in services suffered
the most (-51 per cent), while manufactur-
ing was much less affected (-10 per cent)
(table D).

Inflows from developed countries contracted
the most,® while intraregional FDI gained
ground. In particular, flows between East Asia
and South-East Asia (notably between China
and a number of Association of South-East
Asian Nations (ASEAN) member countries)
surged. Increasing intraregional FDI has
become an effective vehicle for industrial

upgrading in the region, providing oppor-
tunities to countries at different stages of
development (section 2).

FDI outflows from the region slowed down,
but to a much lesser extent than those from
other regions. In 2009, outflows declined by
8 per cent to $153 billion (table B). FDI from
China in non-financial sectors continued to
grow (by 7 per cent to $43 billion). (Total
outflows from the country were estimated
at $48 billion.) Outflows from Hong Kong
(China) rose slightly to $52 billion, while
those from the other NIEs dropped signifi-
cantly.

Although total cross-border M&A pur-
chases by firms from the region declined
by 44 per cent, some large companies from
the region took advantage of opportunities
generated by global industrial restructuring.
In developed countries, for instance, they
undertook a number of mega M&A deals in
the automotive industry.’ In addition, lead-
ing sovereign wealth funds continued to be
active acquirers abroad, although it appecars
that they have changed their investment focus
from financial services to manufacturing and
mineral assets. !’

Outward FDI targeting mineral resources
remained buoyant (table D). Oil and gas
companies, mining companies and increas-
ingly metal companies from China-and India
continued to acquire mineral reserves abroad
in both developed and developing countries.
Some deals were successfully completed, or
are still under negotiation; several others
failed due to restrictive policy measures in
host countries, however.!!

The great majority of policy measures
in the region were towards promoting
foreign investments, although some new
restrictions to engage in certain activities
were introduced (e.g. in India and Indonesia).
Promotion measures included investment
liberalization and deregulations (e.g. China,
India, Indonesia, Iraq, Malaysia, Taiwan
Province of China and the Republic of
Korea), streamlining or simplification of
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administrative processes (e.g. India), or
provision of incentives (e.g. China). In some
cases, efforts to attract foreign investment
have focused on new or high valued-added
industries. Some countries eased conditions
for outward FDI through the simplification
of foreign exchange regulations (e.g. China,
Sri Lanka and Thailand).

Prospects for FDI inflows are improving, as
the region has been leading the recovery of
the global economy, and TNCs continue to
give priority to the region in their FDI plans
(chapter I). The timing and strength of the
economic recovery vary across countries, thus
affecting FDI performance: inflows to China
and India have picked up since mid-2009
and are rapidly expanding (inflows to the
two countries in the second half of 2009 rose
both by 18 per cent from the same period of
2008); inflows to Hong Kong (China) surged
in late-2009, while those to the Republic of
Korea, Singapore and Taiwan Province of
China, on the other hand, are expected to
bottom out only in 2010.

FDI outflows from the region will rebound
in 2010, sustained by M&A opportunities
associated with the ongoing industrial re-
structuring in the developed world and by
Chinese and Indian firms’ persistent pursuit
of natural resources and markets.'? How-
ever, the recovery of FDI outflows will be
relatively slow in the NIEs.

(2) FDI and industrial upgrading
in Asia: new features and
opportunities

Industrial upgrading has
followed a sequential
path within Asia, in
which FDI has played

a crucial role. This
upgrading process is
involving more industries
and more countries,
including some LDCs.

In Asia, the pro-
cess of industrial
upgrading has gen-
erally followed a
sequential path,
linking up coun-
tries at different
stages of develop-
ment. In this pro-
cess, the more ad-

vanced economies constantly move towards
more sophisticated value-added activities,
thus opening up opportunities for their less
developed neighbours to enter into a re-
gional division of labour by increasing their
resource-based, labour-intensive activities.'?
FDI has played a crucial role in the process,
serving as a vehicle for transferring technolo-
gies, “recycling” comparative advantages
and enhancing competitiveness. For low-
income countries in the region, participation
in TNCs’ regional production networks has
become an effective way to build productive
capacities and promote exports, industrial
development and economic growth. In re-
cent years, the pattern of FDI and industrial
upgrading has continued to evolve, creating
new development opportunities.

Intraregional FDI has made an increasing
contribution to industrial upgrading. The
relative weight of the region’s FDI sources
has shifted: while the United States played
a leading role in the 1960s and 1970s, fol-
lowed by Japan in the 1980s, their share
has been declining since the early 1990s
(table I1.6). Regional economic integration
has boosted intraregional investment, which
now accounts for around 40 per cent of the
total FDI stock of the region (table I1.6). If
investment via offshore financial centres
were included, the share might be as high
as 50 per cent. Following in the footsteps of
Japanese TNCs, companies from NIEs have
been relocating their production operations
within the region to take advantage of lower
costs, thereby enhancing their competitive-
ness and promoting industrial restructur-
ing and upgrading in their home countries
(WIR06). Through this process, neighbouring
host countries have gained increased access
to capital, technology, productive capability
and foreign markets.

Both new sources and recipients of intrare-
gional FDI flows have emerged over the
past few years. As a result, for instance, FDI
flows between ASEAN and China increased
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substantially in the 2000s (fig. 11.3),'* in
parallel with their growing trade links.!’
The establishment of the China-ASEAN
Free Trade Area (CAFTA) — a free trade
zone of 1.9 billion people and a $6 trillion
gross domestic product (GDP) — will further
strengthen regional economic integration
and boost intraregional FDI flows.'®

More countries and industries have been
involved in the upgrading process. In recent
years, the relocation of some manufacturing
activities from Asian economies that have
become more advanced (such as China and
Malaysia) has provided opportunities for
the latecomers to become part of TNCs’
regional production networks. Viet Nam,
for instance, is an increasingly important
node in such networks, thanks in part to the
multi-billion dollar investments undertaken
by companies from within the region. In ad-
dition, the least developed countries (LDCs)
in the region — Cambodia, the Lao People’s
Democratic Republic and Myanmar — have
also started to reap the benefits of increased
intraregional FDI: the major sources of their

FDI inflows are now countries within the
region, such as China, Indonesia, Malaysia,
the Republic of Korea and Thailand.

The sequential process of industrial upgrad-
ing has traditionally been confined to a small
number of manufacturing industries. Today,
electronics continues to be a key industry
driving regional industrial upgrading, but
what is new is that more high-tech products
have been involved and specialization has
been intensified. For instance, by leveraging
FDI inflows, China has established com-
petitive positions in a series of high-tech
products (Liang, 2004); Viet Nam is now
following suit. Similarly, Huawei’s (China)
$500 million investment in India will help
the latter develop its domestic productive
capacity in telecom equipment.!” Beyond
electronics, more production activities have
been subject to sequenced relocation within
the region in recent years, as highlighted
by the investments in steel and automotive
industries in Viet Nam. Chinese companies
in the textile and automotive industries have
also been relocating part of their produc-

Table 11.6. Major sources of FDI to South, East and South-East Asia, amount and
share of inward FDI stock, 1981, 1991, 2001 and 2008
(Millions of dollars and per cent)

1981 1991 2001 2008
Region / economy Vallule Share Vallu.e Share Va]qe Share Vallule Share
($ million) (%) ($ million) (%) ($ million) (%) ($ million) (%)
Total world 27 659 100.0 141 547 100.0 1123527 100.0 2 305637 100.0
European Union 5 060 18.3 23 131 16.3 143 110 12.7 329 537 14.3
United States 6 422 23.2 22 046 15.6 112 912 10.0 181 287 7.9
Japan 5405 19.5 32099 22.7 100 021 8.9 185 445 8.0
South, East and South-East Asia 6 204 22.4 43 448 30.7 461543 41.1 875 083 38.0
China 29 0.1 5145 0.4 125 259 111 307 469 13.3
Newly industrializing economies 4 935 17.8 37 585 26.6 306 979 27.3 511 811 22.2
Hong Kong, China 3298 11.9 23 870 16.9 199 974 17.8 328 379 14.2
Korea, Republic of 208 0.8 2539 1.8 18 840 1.7 48 419 2.1
Singapore 1146 41 4 448 3.1 44 971 4.0 74 045 3.2
Taiwan Province of China 284 1.0 6729 4.8 43 195 3.8 60 967 2.6
Others? 4 567 16.5 20 823 14.7 305 941 27.2 734 285 31.8
of which: 4 offshore financial 64 0.2 71 05 204241 182 348946  15.1
centres
Source: UNCTAD, FDI/TNC database (www.unctad.org/fdistatistics).

2 Including unspecified amounts (i.e. amounts not allocated by country or region).

b Bahamas, Bermuda, British Virgin Islands and Cayman Islands.

Note: Data should be interpreted with caution. The regional totals are based on data covering only 11 countries in 1981, 19
countries in 1991, 16 countries in 2001 and 19 countries in 2008, which account for most of the total inward stock into
South, East and South-East Asia. Data for the following countries were estimated based on approval data: Bangladesh
(1981), China (1981 and 1991), Lao People’s Democratic Republic (1991), Malaysia, Mongolia, Myanmar (1991 and 2001),
Nepal (1991), Sri Lanka and Taiwan Province of China. Whenever data for the year in question is not available, the latest

year available was used.
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Figure 11.3. FDI flows between ASEAN
and China, 2000-2009
(Millions of dollars)
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Source: UNCTAD, based on Chinese FDI data from MOFCOM
(China, Ministry of Commerce).
Note: In 2009, Chinese FDI in non-financial sectors in ASEAN

was $2.3 billion (Source: MOFCOM).The total amount
($2.8 billion) is based on UNCTAD estimates.

tion operations to ASEAN countries, such
as Cambodia, Indonesia and Thailand. As
intraregional FDI flows in manufacturing
continue to increase, those in related ser-
vices, such as finance and infrastructure,
are expanding as well.!® ICBC (China), for
example, has recently acquired a number of
banks in South-East Asia — including ACL
Bank (Thailand) and Halim Bank (Indonesia)
— partly to serve Chinese overseas inves-
tors; and Tackwang Industrial (Republic of
Korea) is investing $4.5 billion in a power
plant in Viet Nam.

China plays a multifaceted role. While the
contribution of Japan as a major driver of in-
dustrial upgrading and economic growth has
been declining and the strength of the NIEs
as a whole has been relatively weakened by
the recent crisis, China’s role in the region
has expanded (table 11.6).!” The country plays
a multifaceted role in the current process
of industrial restructuring and upgrading

in Asia: (a) it continues to be attractive to
market-seeking FDI, but the coastal region
becomes less attractive to labour-intensive,
efficiency-seeking FDI due to the rising costs
of production (WIR0S8; WIR09); (b) it has
become an important source of capital and
technology for neighbouring, low-income
countries; (¢) within China, a new round of
industrial upgrading is taking place, with
significant implications for the develop-
ment trajectories of both China and other
countries in the region. Some low-end,
export-oriented manufacturing activities
have been shifting from coastal China to
a number of neighbouring countries, while
efficiency-seeking FDI in coastal provinces
of China has been upgrading to high-end
products, and market-seeking FDI has been
increasingly targeting the inland regions
(Zhan, 2009). Due to its economy’s size and
growth potential, China is becoming a key
force that could shape the region’s produc-
tion landscape in the years to come.

To conclude, a broader and more complicated
pattern of industrial upgrading has been
emerging in South, East and South-East Asia.
As in the past, the pattern will keep evolving.
The future direction will be determined by
various factors at different levels, includ-
ing, among others, the changing strategies
and practices of TNCs in their internation-
alization, the technological progresses and
institutional changes which shape the global
industrial and competitive landscape, and the
long-term implications of policy responses
to the various challenges for the region as
well as for the world at large, such as the
global macroeconomic imbalance,?° energy
security and climate change.
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(ii) West Asia

Table A. Distribution of FDI
economies, by range

flows among

,22009

Table B. FDI inflows and outflows, and cross-border M&As
sales and purchases, 2008-2009

(Billions of dollars)

HENGS e DU Cross-border Cross-border
ﬁill)l(i)c:/rs $10 Saudi Arabia FON iiiows (APl e M&As sales  M&As purchases
$5.0t0 $9.9 Kuwait and Region 2008 2009 2008 2009 2008 2009 2008 2009
bilion _ Qatarand Turkey Saudi Arabia West Asia 90 68 38 23 16 4 22 27

- Gulf Cooperation
non, Uni )
L:rt;ab ErﬁilrJatetsd Qatar, United Council (GCC) 60 51 34 20 2 1 21 27
$_1._0 to $4.9 Jordan. Oman. Arab Emirates, Turkey 18 8 3 2 13 3 1 0
billion Syria}m Arab Turkey and Other West Asia 12 10 1 1 2 0 0 0
: Lebanon
Republic and Iraq ) .
Oman, Iraq, Table C. FDI inward and outward stock, and income on
Bahrain, Kuwait, Jordan, Yemen, inward and outward FDI, 2008-2009
Below $1.0 Yemen and Palestinian (Billions of dollars)
billion Palestinian Territory, Syrian -
Territory Arab Republic FDI inward FDI outward Income on Income on
and Bahrain stock stock inward FDI outward FDI
Region 2008 2009 2008 2009 2008 2009 2008 2009
2 Economies are listed according to the magnitude West Asia ’ 35 425 146 159 2. 24 4 3
of their FDI flows. Guif Coopefation
Council (GCC) 227 278 124 135 25 18 3 2
Turkey 70 78 14 15 3 2 0 0
Other West Asia 59 69 9 10 4 3 1 1

Figure A. FDI inflows, 2000-2009 Figure B. FDI outflows, 2000-2009
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Table D. Cross-border M&As by industry, 2008—-2009
(Millions of dollars)

Table E. Cross-border M&As by region/country,
2008-2009
(Millions of dollars)

Sales Purchases
Sector/industry 2008 2009 2008 2009 Sales Purchases

Total 16 287 3543 22099 26843 Region/country 2008 2009 2008 2009
Primary 3 8 417 52 World 16287 3543 22099 26843
Manufacturing 5286 199 2212 142 Developed economies 5773 3174 7589 21451
Food, beverages and tobacco 1720 91 862 113 European Union 5486 2457 1387 16387
Coke, petroleum products and nuclear fuel 2 050 - - - United States 5] 349 1309 3012
Chemicals and chemical products 62 -56 48 -4 Japan - - - 146
Non-metallic mineral products 213 -44 - - Developing economies 7 548 358 14220 5362
Metals and metal products 941 110 130 33 Africa 115 - 1060 - 164
Machinery and equipment 114 - - - Latin America and the Caribbean 52 - 60 320
Motor vehicles and other transport equipment 27 1 1172 - Asia 7 380 358 13100 5206
Services 10998 3336 19470 26648 West Asia 4680 201 4680 201
Electricity, gas and water 51 2361 4259 724 Saudi Arabia 1087 114 26 12
Construction 528 78  -3124 - Turkey = 9 1103 18
Trade 3393 85 447 85 United Arab Emirates ) 28 1020 -
Transport, storage and communications 2916 41 7831 1645 South, East and South-East Asia 2700 158 8420 5005
Finance 3682 550 15657 24510 South-East Europe and the CIS 2622 - 290 30
Business services 206 120 3785 253 Armenia - 5 200 30
Kazakhstan 2 050 - - -

Visit www.unctad.org/wir or www.unctad.org/fdistatistics for detailed statistics on FDI and cross-border M&As.
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FDI inflows to West Asia decreased by 24
per cent to $68 billion in 2009, after six years
of consecutive increase (table B and fig. A).
The tightening of credit markets has affected
cross-border M&As and development projects
in the region involving significant foreign
investment. In the case of Turkey, a decline
in international trade has also weighed on
export-oriented FDI.

FDI inflows fell in all of the region’s coun-
tries except Kuwait, Lebanon and Qatar.
The last of these registered a 112 per cent
increase of foreign investment, mainly in
liquefied natural gas, with two more lique-
fied natural gas “super-trains” expected to
come on stream in 2010, while inflows to
Lebanon increased by 11 per cent mainly in
real estate. Among the main recipient coun-
tries, the United Arab Emirates and Turkey
were hit the hardest, with declines of 71 per
cent and 58 per cent, respectively: cross-
border M&A sales in Turkey plummeted
from $13.2 billion to $2.8 billion, while the
Dubai debt crisis?! explains the FDI collapse
in the United Arab Emirates. Saudi Arabia
remained the region’s largest recipient of
FDI, with total inflows reaching $36 billion,
down by only 7 per cent (table A).

Cross-border M&A sales plummeted in 2009,
mainly due to a steep fall of transactions in
Turkey. The decline was registered in manu-
facturing and services, affecting all industries
in those two sectors except electricity and
gas (table D), where two privatization deals
in Turkey drove acquisitions.??

FDI outflows from West Asia decreased by
39 per cent in 2009 (table B and fig. B), but
the decline was uneven. Outflows from the
United Arab Emirates plummeted from $16
billion to $3 billion due to the Dubai debt
crisis, downgrading the country’s position
from largest outward investor in the region
to fourth largest. Outflows from Kuwait
remained almost constant, making it the
region’s largest outward investor in 2009,
followed by Saudi Arabia, where outward
FDI increased significantly, from $1.5 bil-
lion to $6.5 billion.

Investment policy measures taken in the
West Asian region have generally improved
the conditions for foreign investment. Some
countries opened sectors of the economy
to FDI (e.g. Qatar) or raised the ceiling for
foreign ownership (e.g. Syrian Arab Re-
public). A number of countries reduced the
tax rate in order to stimulate the economy
across the board or in particular sectors or
regions (e.g. Turkey, Oman).

Prospects for FDI inflows to West Asia are
expected to improve in 2010 and beyond in
the medium term, provided the Dubai debt
crisis or new developments in the global
economic situation do not affect the revival
of investors’ access to international credit
markets observed in the second half of 2009.
West Asian governments remain committed
to their ambitious infrastructure development
plans, which represent significant opportuni-
ties for foreign investors. TNCs are also keen
to get better access to the region’s affluent
private consumers.

The outlook for outward FDI from West
Asia is mixed in the short term, with uneven
growth among countries. FDI outflows from
Qatar are expected to significantly increase
as the country’s sovereign wealth fund (Qatar
Investment Authority) is looking for invest-
ment opportunities in the European, United
States and Asian markets.?? FDI outflows
from the region’s other main investors are
expected to decrease in 2010, as government-
controlled entities — the main outward inves-
tors — have been refocusing their spending
towards their crisis-hit home economies. The
debt crisis will significantly affect foreign
investment from Dubai (United Arab Emir-
ates) and is likely to squeeze the financing
of Dubai’s Government-related enterprises,
further straining their investment abroad. In
the medium term, however, cash-rich and
well capitalized Gulf financial institutions
are likely to acquire foreign companies that
have successfully weathered the global fi-
nancial crisis and can deliver both short- and
long-term gains to investors.
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c. Latin America and the Caribbhean
(i) Recent trends

Table A. Distribution of FDI flows among
economies, by range,® 2009

Table B. FDI inflows and outflows, and cross-border
M&As sales and purchases, 2008-2009
(Billions of dollars)

Range Inflows QOutflows
Brazil, British Virgin Islands,
/t;\bgve $10 Cayman Islands, Chile and British Virgin Islands Crese-emtET Cross-
illion X i
Mexico . FDI inflows FDI outflows border M&As
- - Region M&As sales
$5.0 to . Chile, Mexico and purchases
$9.9 billion Colombia Cayman Islands
-2 DI A i 3 Domini Col Z P 7] 2008 2009 2008 2009 2008 2009 2008 2009
rgentina, Peru, Dominican olombia, Panama an Latin Ameri 4 th
$1.0t0 T oCbublic, Panama, Costa  Bolivarian Republic of aun America and € 183 117 82 Eudy 16 %, =4 3 4
$4.9 billion . . Caribbean
Rica, Uruguay and Jamaica Venezuela .
Trinidad and Tobago, South America 92 55 34 4 8 -5 5 3
Bahamas, Guatemala, Central America 31 18 3 10 3 0 -1 3
Honduras, Nicaragua, El Financial centres in
Salvador, Plurinational Latin America and 56 42 46 36 2 0 0 -3
State of Bolivia, Ecuador, ] the Caribbean
$0.1 to L Argentina, Peru and El
$0.9 billion Barbados, Paraguay, Saint Salvador

Lucia, Suriname, Guyana,
Antigua and Barbuda,
Saint Kitts and Nevis, Saint
Vincent and the Grenadines
and Netherlands Antilles

Table C. FDI inward and outward stock, and income on
inward and outward FDI, 2008-2009
(Billions of dollars)

Jamaica, Barbados, FDl inward FDI outward  Income on Income on
) ) Guatemala, Nicaragua, Region stock stock inward FDI  outward FDI
Belize, Turks and Caicos Ecuador, Paraguay,
Islands, Aruba, Grenada, Costa Rica, Trinidad and - - 2008 2009 2008 2009 2008 2009 2008 2009
Less than  Anguilla, Dominica, Haiti, Tobago, Aruba, Belize, Latl.n America and the 260 1473 589 643 94 77 11 8
$0.1 billion Cuba, Montserrat and Honduras, Plurinational Caribbean
Bolivarian Republic of State of Bolivia, South America 638 788 254 265 78 63 10 7
Venezuela Netherlands Arl1ti‘lles, Central America 347 365 74 84 14 11 1 0
Uruguay, Dominican Financial centres in
Republic and Brazil Latin Americaand 256 298 286 321 2 2 o o0

a Economies are listed according to the magnitude of their

the Caribbean

FDI flows.

Figure A. FDI inflows, 2000-2009
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Table D. Cross-border M&As by industry, 2008-2009

Figure B. FDI outflows, 2000-2009

$ billion

0+
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

4 Central America and the Caribbean excluding financial centres
M Financial Centers in Latin America and the Caribbean
@ South America

Table E. Cross-border M&As by region/country,

(Millions of dollars) 2008-2009
S ST (Millions of dollars)

Sector/industry 2008 2009 2008 2009 Sales Purchases
Total 15 452 -4 358 2 466 4 350 Region/country 2008 2009 2008 2009
Primary 5136 -2327 2270 5428 World ) 15452 -4 358 2466 3740
Agriculture, hunting, forestry and fishing 784 43 1185 -1 Developed economies 13956 -6815 2028 3475
Mining, quarrying and petroleum 4352 -2370 1085 4690 European Union 7665 -3023 1636 -1233
Manufacturing 1811 -2 768 5158 859 United States -3405 -797 -1884 5603
Food, beverages and tobacco - 645 404 901 3224 Japan. . 4 460 -89 1513 561
Chemicals and chemical products -1718 61 172 54 D(eA\/fgloplng economies 1 ?% 1 ggg 295 4?3

Non-metallic mineral products - 125 608 -1 337 rica . )
Metal and metal prodﬂcts 544 -3219 2605 5 Latin America and the Caribbean 79 116 79 116
Electrical and electronic equipment 2 -90 754 -188 Sc‘);r?zﬁ\merlca gg; 12(5;22 Sgg __gg
Services 12127 737 4961 -1808 Central America -584 16 137 177
Electricity, gas and water distribution 770 -2 642 -7 -103 Mexico - 291 16 101 10
Construction - -12 -165 -12 Asia 1048 1338 216 374
Trade o 968 1575 134 - 14 West Asia 60 320 52 ~
T.ransport, storage and communications 1350 3421 - 220 120 South, East and South-East Asia 987 1018 164 374
(AEES . 72 AU 2T 21 Korea, Republic of 125 893 112 161
Business services 1806 735 - 405 south-East Europe and the CIS 1 - 144 - 156
Education 1806 735 110 - Russian Federation 1 - 121 - 159

Visit www.unctad.org/wir or www.unctad.org/fdistatistics for detailed statistics on FDI and cross-border M&As.
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FDI inflows to Latin America and the Carib-
bean decreased by 36 per cent to $117 billion
in 2009 (table B), following three consecu-
tive years of growth. The decline — which
reflected the impact of the global economic
crisis on investment, trade and profits — oc-
curred across the region. This was due in
part to the 18 per cent decrease of income on
FDI from $94 billion in 2008 to $77 billion
in 2009, which affected reinvested earnings
that had become the main driver of FDI in-
flows to the region in recent years (WIR0S).
The drop of cross-border M&As sales that
reached negative values in 2009 (table B)
also contributed to a decrease in FDI. Brazil
remained the region’s largest FDI recipient
in 2009, although inflows dropped by 42 per
cent to $26 billion (table A).

The negative values of cross-border M&A
sales indicate that the sales of foreign af-
filiates located in the region to domestic
companies surpassed those of domestic
companies to foreign TNCs. Sales of foreign
affiliates to domestic companies were val-
ued at over $14 billion in 2009, the largest
in developing regions and more than twice
that in South, East and South-East Asia.
Acquisitions of foreign affiliates by local
companies took place mainly in Brazil (53
per cent of the total), the Bolivarian Republic
of Venezuela (23 per cent) and Colombia
(17 per cent), and in finance (25 per cent),
metallurgy (23 per cent), electric services
(19 per cent), petroleum (14 per cent) and
mining (5 per cent).

FDI outflows decreased by 42 per cent to
$47 billion in 2009, mainly due to Brazil’s
large negative outflows of $10 billion (fig.
B). Brazil’s negative outward investment
resulted from a surge in intra-company loans
from Brazilian affiliates abroad to their par-
ent companies (section ii). Outflows from
offshore financial centres represented more
than 70 per cent of the region’s total. The
British Virgin Islands was the largest outward
investor with $27 billion, followed by Chile
and Mexico with almost $8 billion each.

Cross-border M&As purchases by Latin
American and Caribbean firms increased by
52 per cent, to $3.7 billion (table E), driven
by acquisitions from companies in mining
and petroleum, as well as food and beverages
(table D). Acquisitions largely concentrated
in the United States, while the divestment
trend initiated in 2008 in this country con-
tinued in Europe in 2009(table E).

With regard to policy measures, in parts of
Latin America and the Caribbean govern-
ments strengthened the role of the State
in their economies. This was the case for
the petrochemical industries (Bolivarian
Republic of Venezuela), but also affected
other industries. For instance, a number
of nationalizations were observed in the
energy sector and financial services (e.g.
the Plurinational State of Bolivia and the
Bolivarian Republic of Venezuela).

On the other hand, there were also moves
towards further liberalization, including in
the financial sector (e.g. Brazil) and the
telecommunications sector (e.g. Bahamas
and Costa Rica). Measures were also taken
to promote foreign investment in the region.
These included tax incentives, for instance
for the promotion of specific sectors or re-
gions (e.g. Mexico and Peru), and free zone
reforms (e.g. Costa Rica).

Prospects for FDI inflows to Latin America
and the Caribbean are improving in 2010, as
the region is recovering relatively rapidly
from the global financial and economic crisis.
Flows are expected to recover faster in South
America, a subregion more reliant on com-
modities and exports to emerging markets,
where demand is picking up strongly. FDI
inflows to the region are likely to continue
increasing in the medium term, given the
resilience and growth potential of Latin
American economies. Brazil and Mexico,
in particular, remain among the top 10 FDI
destinations for TNCs (chapter I). Quarterly
inflows data for three major recipient coun-
tries®* show a recovery since the last quarter
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of 2009 during which inflows increased by
24 per cent compared to the previous quar-
ter. Inflows continued increasing during the
first quarter of 2010 — at a similar rate — and
surpassed by 19 per cent the level they had
reached in the same quarter of 2009.

Outward FDI from Latin America and the
Caribbean is expected to pick up in 2010,
as outflows from Brazil are very likely to
return to positive values. Qutward FDI
prospects are also positive in the medium
term for Latin American TNCs in general:
their home region — and main market — has
been generally less affected by the crisis than
other regions; they have a relatively small
presence in industries sensitive to business
cycles; and most of them have a relatively
low debt-to-earnings ratio (section ii).

(ii) The emergence of Latin
American TNCs

Whereas only Mexico’s Cemex had the
stature of a global player until the end of
the 1990s (WIR06), an increasing number of
Latin American companies — mostly Brazil-
ian and Mexican — are now expanding out-
side Latin America, mainly into developed
economies (table I1.7).

A booming regional economy since 2003,
following five years of economic recession,
supported Latin American companies’ expan-
sion, both at home and abroad. Economic
dynamism and better access to finance im-
proved Latin American companies’ ability
to compete with TNCs from other regions
for local and foreign acquisitions.

Besides market conditions, government
policies also contributed to the consolida-
tion of domestic firms at home and their
further outward expansion.?> The region’s
main foreign investors today (table I1.8)
are often the largest and oldest business
groups that prospered and consolidated their

Since 2003, Latin American
companies’ outward invest-
ment has swelled, thanks
to an improved regional
macro-economic environ-

Latin American
TNCs are looking
beyond the region
and focusing

on developed
economies.

positions during the import substitution
era.’ Economic liberalization in the 1990s
then forced Latin American companies to
achieve significant productivity gains and
modernize in order to compete with imports;

ment and robust growth
in the region. The rapid
emergence of Brazil as the region’s main
foreign investor, as well as the expansion
outside Latin America of an increasing
number of companies, has characterized
this new phase.

Levels of outward FDI from Latin America
increased significantly from 2003 to 2008,
largely driven by cross-border acquisitions.
Brazil recorded the largest expansion, with
FDI outflows leaping from an average of
$1 billion annually in 1991-2000 to $11
billion a year in 2003—-2008. In 2006, for
the first time ever, Brazilian outflows were
larger than FDI flows into Brazil. The total
stock of Brazilian FDI topped $158 billion
in 2009 — almost three times its 2003 level
and the largest in the region.

as a result, local firms disappeared or were
consolidated. Those that survived were able
to expand abroad to increase their markets,
reduce their cost of capital and improve
their risk profiles.

Moreover, privatizations in both Brazil and
Mexico in the 1990s promoted the creation
of national champions that later became large
TNCs. For instance, the sale of Mexico’s
state-owned telecom firm as a vertically
integrated company with restrictions on
foreign participation favoured the creation
of Telmex and América Movil. In Brazil,
the process of privatizations and reforms
intended to create large, specialized, re-
structured and publicly-listed firms — such
as Vale, Embraer or Petrobras; at the same
time, the Government still holds controlling
shares in Petrobras, as well as golden shares
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Table I1.7. Cross-border acquisitions by Latin American and Caribbean firms,?
by host region, 2003-2009

(Millions of dollars)

Developed Latin America and

Company name Industry Home country economies the Caribbean Total world
Vale S.A. (CVRD) Mining Brazil 20 978 1529 22 507
Cemex S.A. Cement Mexico 14 286 - 14 286
Metalurgica Gerdau S.A. Steel Brazil 6 780 693 7 473
América Movil Telecom Mexico - 6 728 [¢)
FEMSA Food & beverages Mexico 3692 458 4 150
Petrobras Oil and gas Brazil 452 2 565 3017
Telmex Telecom Mexico - 2 813 2 813
Grupo Bimbo Food & beverages Mexico 2 500 5 2 505
Grupo Industrial Minera Mexico Mining Mexico 2 220 26 2 246
JBS SA Beef cattle Brazil 1939 - 1939
Grupo Votorantim Cement Brazil 684 1148 1832
Cencosud Retail Chile = 1286 1286
Banco Itau Banking Brazil 498 650 1148
Alfa Holding Mexico 1075 - 1 090
Camargo Correa Construction Brazil = 1025 1025

Source:

UNCTAD, cross-border M&As database.

a2 Only firms whose home region is Latin America and the Caribbean (excluding offshore financial centres) as of June 2010 that
accumulated more than $1 billion of cross-border acquisitions in 2003 and 2009 have been considered.

in Vale and Embraer that provide control over
their strategy and would probably prevent

takeovers (Finchelstein, 2009).

The Brazilian National Development Bank
(BNDES) has played an active role in do-

mestic consolidation and, more recently,
in the further internationalization of local
companies. BNDES started increasing credit
lines for domestic firms in 1994 and cre-
ated a specific line to support their outward
expansion in 2002. In 2009, BNDES lent

Table 11.8. The top 10 non-financial TNCs from Latin America, ranked by foreign

assets, 20082

(Millions of dollars and number of employees)

Corporation Home economy Industry ®° FOLCE - [(FECED FELE I
assets sales _employment ¢ (Per cent)
Cemex S.A. Mexico Non-metalic mineral 40 258 17 982 41 586 81.6
products
Vale S.A (CVRD) Brazil Mining & quarrying 19 635 30 939 4 725 38.3
Petroleos de Venezuela Venezuela, Bolivarian Petroleum expl./ref./ 19 244 52 494 5140 21.5
Republic of distr.
Petrobras Brazil Petroleum expl./ref./ 15 075 40 179 6775 16.2
distr.
Metalurgica Gerdau S.A. Brazil Metal and metal 13 658 10 274 22 315 48.6
products
América Movil Mexico Telecommunications 10 428 17 323 36 353 52.6
Ternium SA Argentina Metal and metal 7 063 5 357 10 042 64.5
products
Telmex Mexico Telecommunications 3948 2 464 18 812 28.6
FEMSA Mexico Food, beverages and 3508 4 792 40 631 30.3
tobacco
Gruma S.A. de C.V. Mexico Food, beverages and 1 986 2873 11 720 64.9
tobacco

Source:  UNCTAD.

a All data are based on the companies’ annual reports unless otherwise stated.

b Industry classification for companies follows the United States Standard Industrial Classification as used by the United States
Securities and Exchange Commission (SEC).

¢ In a number of cases foreign employment data were calculated by applying the share of foreign employment in total employment
of the previous year to total employment of 2008.

4 TNI, the Transnationlity Index, is calculated as the average of the following three ratios: foreign assets to total assets, foreign
sales to total sales and foreign employment to total employment.
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$8 billion to help the expansion of Brazil-
ian transnationals in agribusiness, capital
goods, construction, engineering, consumer
electronics, energy, technical services and
information technology. Brazilian TNCs’
access to domestic finance is still limited,
and most have to use their own capital or
rely on foreign funding.?’

The global financial crisis has exposed Latin
American TNCs to considerable risk, though.
For instance, Brazilian and Mexican TNCs
suffered severe losses in 2008 as a result of
declining sales and exposure to exchange
rate derivatives (WIR09).?® Partly because
of this, Cemex sold its Australian affiliate to
the Swiss giant Holcim for $1.9 billion and
renegotiated its $14.5 billion debt (Basave
Kunhardt and Guitiérrez-Haces, 2008). In
addition, intra-company loans from Brazilian
foreign affiliates to their parent companies
were worth an unprecedented net value
of $14.6 billion in 2009, probably to ease
financial difficulties. Although most Latin
American TNCs enjoy a relatively low debt-
to-earnings ratio (The Boston Consulting
Group, 2009), weak effective domestic fi-
nancing to compensate for tightening credit
conditions in international markets might
well become an obstacle to their further
internationalization.

On the other hand, several factors could
favour their expansion. First, their home
region — and main market — has been on
average less affected by the crisis than the
rest of the world. The region was on average
better prepared to weather the shocks result-
ing from the global crisis than in the past,
with more comfortable fiscal and external
positions and much more resilient financial
systems. In addition, Latin American TNCs
have a relatively small presence in industries
sensitive to the business cycle — such as the
automotive and other transport equipment
industries, as well as electronics — which
have been among the most affected by the
crisis. Conversely, they are most present
in industries with stable demand patterns,
such as agri-business, telecommunication,
and retailing, which have so far been less
affected by the downturn.

The resilience and growth potential of Latin
American economies that contribute to the
strength of TNCs from the region are derived
from structural factors that include current
account surplus, reductions in the cost of
credit, and abundant natural resources. In
a context of international financial crisis,
however, access to domestic finance needs
to improve for Latin American TNCs to
continue their outward expansion.
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2. South-East Europe and the Commonwealth of Independent States

a. Recent trends

Table A. Distribution of FDI flows among Table B. FDI inflows and outflows,.and cross-border M&As
economies, by range 2, 2009 sales and purchases, 2008-2009
(Billions of dollars)
Range Inflows Outflows
Above $5.0 Russian Federation Cross-border G-
= i Russian Federation . FDI inflows FDI outflows border M&As
billion and Kazakhstan Region M&As sales e —

Ukraine, Croatia,
$1.0 to $4.9 Serbia, Belarus,
billion Turkmenistan and

Montenegro

Albania, Armenia,
$0.5t0 $0.9  Georgia, Uzbekistan
billion and Bosnia and

Herzegovina

2008 2009 2008 2009 2008 2009 2008 2009

Kazakhstan and Croatia South-East Europe and

the CIS 122.6 69.9 60.6 51.2 20.3 71 20.2 7.4
South-East Europe 127 7.6 1.9 1.4 0.8 0.5 -0.0 -0.2
Commonwealth of
Independent States 109.9 62.4 58.7 49.7 19.6 6.6 20.2 7.6

Table C. FDI inward and outward stock, and income on
inward and outward FDI, 2008-2009

Azerbaijan, Ukraine,
Serbia, Armenia,

Azerbaijan, the former Montenegro, Albania, (B|II|ons of doIIars)
Below $0.5 YugOSIEV.RSPUb“C 9f Belaryapth forr_ner FDIl inward FDI outward Income on Income on
billion Macedonia, Republic  Yugos|giiRgpubliciot i stock stock inward FDI  outward FDI
of Moldova, Kyrgyzstan Macedonia, Republic of Regiey
and Tajikistan Moldova, Bosnia and 2008 2009 2008 2009 2008 2009 2008 2009
Herzegovina, Georgia South-East Europe and
aRdlKyrqyzstan the CIS 4262 497.4 227.7 279.8 93.0 .60.6 30.1 13.4
South-East Europe 68.3 77.6 9.3 10.4 3.8 2.6 0.4 0.1
2 _Economies are listed according to the magnitude of Commonwealth of
their FDI flows. Independent States 357.9 419.8 218.4 269.4 89.2 579 29.7 133
Figure A. FDI inflows, 2000-2009 Figure B. FDI outflows, 2000-2009
<
2 =
= K=
° =i
Lid o
@
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 o= o pE s34
=74 Commonwealth of Independent States (CIS) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
771 South-East Europe
—— FDI inflows as a percentage of gross fixed capital formation 21 Commonwealth of Independent States (CIS)
M South-East Europe
Table D. Cross-border M&As by industry, 2008—-2009 Table E. Cross-border M&As by region/country,
(Millions of dollars) 2008-2009
Millions of dollars
Sales Purchases ( )
Sector/industry 2008 2009 2008 2009 Sales Purchases
Total 20337 7125 20167 7432 Region/country 2008 2009 2008 2009
Primary ) 2401 5037 3809 7897  worid 20337 7125 20167 7432
Mining, quarrying and petroleum 2399 5033 3809 7897 Developed economies 16916 5336 14672 7616
Mantifactiring SI2oN -7 R RRl057 European Union 16789 4320 5445 6536
Food, beverages and tobacco 1329 175 2 - United States 33 265 2663 1072
Chemicals and chemical products 376 52 166 - Japan ~ 174 _ ~
Non-metallic mineral products 47 i 47 i Developing economies 458 1779 2998 13
Metal§ and metal p!'oducts 297 7 11249 1015 Africa n 200 15 ]
Machinery and equipment 300 7 - 17 Latin America and the Caribbean 144 - 156 1 g
2"q°l:$n‘]’::t'°'es and other transport 1177 252 11 B Caribbean 144 -82 y B
Services 14407 1565 4883 -1497 Asia 315 1736 2982 13
Electricity, gas and water 4657 259 - 4 st Asl 250 &0 2622 ]
PEld South, East and South-East Asia 25 1706 360 13
Construction - 3 31 - ;
Trade 745 716 986 . China - 3843 - 5
South-East Europe and the CIS 2497 -197 2497 -197
Hotels and restaurants 152 - - 8
L Southeast Europe -13 -167 39 -157
Transport, storage and communications 983 111 692 -
) CIS 2510 -30 2 458 -40
Finance 7 636 356 3 026 590 . .
Business services 395 120 155 2 Russian Federation 2510 -30 : -
Ukraine - - 2 237 158

Visit www.unctad.org/wir or www.unctad.org/fdistatistics for detailed statistics on FDI and cross-border M&As.
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After an eight-year upward trend, FDI in-
flows to South-East Europe and the Com-
monwealth of Independent States (CIS)
declined by 43 per cent in 2009 (fig. A and
table B). The economic and financial crisis
reduced foreign investors’ confidence in the
strength of local economies in the region,
and investment plans were scaled down or
postponed. In spite of this slump, FDI in-
flows in 2009 were the third largest in the
history of the region, while the FDI stock
in the region reached almost half a trillion
dollars.

In South-East Europe, the winding-up
of privatization-linked projects made FDI
inflows, which declined for the second
consecutive year, sensitive to business cycle
fluctuations. Croatia and Serbia — the largest
recipients in the subregion — saw their FDI
inflows decline sharply, while FDI flows to
Montenegro continued to increase, reaching
more than $1 billion for the first time ever
(table A). Yet the subregion — where foreign
investors have focused on domestic market-
oriented services such as finance, retail and
telecoms — was slightly less affected than
the CIS, where all resource-based econo-
mies experienced a strong reduction in FDI
inflows. Inward investment to the region’s
largest economy, the Russian Federation,
almost halved, mainly due to sluggish lo-
cal demand, declining expected returns in
natural-resource projects and the drying-up
of round tripping.?° Ukraine saw its FDI
inflows shrink by more than half in 2009,
while the decline in Kazakhstan was more
modest, as the country continued to attract
hydrocarbon projects (visit www.unctad.
org/wir for detailed statistics on FDI flows
and stocks).

In 2009 the value of cross-border M&A
sales declined by 65 per cent (table D), and
the number of foreign greenfield projects
shrank by 29 per cent. The decline in M&As
was mainly due to a slump in acquisitions
from the EU, which nonetheless continued
to account for the largest share of flows to

the region. Cross-border M&A purchases
by developing-economy firms — mainly
from China — were on the rise, however
(table E).

Outward FDI flows declined, but at a smaller
rate than inflows (table B). In 2009 the Rus-
sian Federation became a net outward inves-
tor. Decreases in the export revenues of the
region’s natural resource-based TNCs and a
sharp devaluation of their assets contributed
to a fall in FDI outflows by 16 per cent.
Russian TNCs, however, continued to look
for strategic assets in developed countries,
mainly in downstream energy activities in
the oil sector.

Most of the policy measures reported in the
review period concerned investment promo-
tion, including by simplifying business reg-
istration (e.g. Tajikistan and Turkmenistan)
reducing restrictions for foreign currency
transactions (e.g. Kazakhstan), improving
conditions in special economic zones (e.g.
Russian Federation) and concluding prefer-
ential investment contracts (e.g. Belarus).
In one case, however, local content require-
ments in the subsoil sector were reinforced
(Kazakhstan). Some countries have continued
sector-specific privatization (e.g. Croatia).
Others have also lowered corporate tax rates
(e.g. Uzbekistan).

Prospects for inward FDI remain positive in
the medium term. FDI inflows are expected
to increase moderately in 2010 on the back
of stronger commodity prices, a faster eco-
nomic recovery in large commodity exporting
countries, and a new round of privatization.
They already started picking up in the first
quarter of 2010 (an estimated increase of 21
per cent over the previous quarter).

Outward FDI is expected to pick up in
2010-2012, due to stronger commodity prices
and economic recovery in countries with large
natural resources. In the first five months of
2010, the cross-border M&A purchases of
the region increased by 44 per cent compared
with the same period in 2009.




Foreign banks played
a stabilizing role in
South-East Europe
during the crisis, but
their large presence

also
risk.
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b. Foreign banks in South-East
Europe and the global financial
crisis

As part of the process
of extensive market
reform over the past
two decades, South-
East European coun-
tries have restructured
and consolidated their
banking industry by
privatizing state-owned assets and opening
up to foreign ownership. Foreign companies
have invested in the financial sector, bank-
ing on the first-mover advantage related
to low levels of financial intermediation,
macroeconomic stabilization and a rap-
prochement with the EU. In 2008, finance
was the largest recipient of FDI, accounting
for 32 per cent of the sub-region’s inward
FDI stock (fig. 11.4).

poses potential

As a result, the presence of foreign-owned
banks in South-East Europe expanded dra-
matically: by 2008, the share of banking
assets owned by foreign entities had risen
to 90 per cent — higher than the share of
foreign banks in new EU member countries
(EBRD, 2009). Changes have often been
radical — foreign ownership in Montenegro,
for example, rose from about 17 per cent of
assets in 2002 to more than 85 per cent in
2008 (fig. 11.5).

Given South-East European countries’ small
size and low income, banks from countries
with close cultural and historical links —
rather than global financial institutions based
in the United States, the United Kingdom or
Japan — have invested in the local banking
sector. The largest banking investors in the
subregion are financial institutions from
European countries such as Austria, France,
Greece and Italy. In 2009, Italy’s Banca Intesa
and UniCredit, for example, owned almost
one fifth of total bank assets in Serbia, while
Austria’s Erste, Raiffeisen and Hypo Group
Alpe Adria own one third of banking assets

Figure 1l.4. Sectoral distribution of FDI in-
ward stock in South-East European coun-
tries, by major host industry, 2008
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in Croatia.’® Greek banks are estimated to
enjoy average market shares of 20 per cent
in South-East Europe.?! Foreign banks have
either acquired local banks (mainly Austrian
and Italian banking groups), or established
local affiliates or regional branches.

Overall, foreign banks appear to have had
a positive influence on the efficiency and
stability of the banking system in South-
East Europe. They have strengthened risk
management and corporate governance
through a more efficient allocation of capital,

Figure 11.5. Share of foreign banks in
total bank assets in South-East Europe,
2002 and 2008
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increased competition, and introduced more
sophisticated financial services (Bonin et al.,
2005). Foreign banks have also tended to
be more cost-efficient than domestic banks
(Fries and Taci, 2005), and have reduced non-
performing loans, which were the hallmark
of the banking system in the early stages of
transition (fig. 11.6).

Nevertheless, the recent financial crisis
has raised concerns about systemic risk in
countries where a relatively small number
of large foreign-owned banks dominate the
financial services industry. In home countries,
the high exposure to South-East European
assets has been perceived to be too risky in
turbulent times. Host countries, on the other
hand, have been concerned about the potential
transmission of the crisis through foreign
banks, and the adverse effects on local affili-
ates’ lending abilities. If parent companies
are forced to scale back their operations or
put their lending on hold everywhere, the
share of non-performing loans could loom
large for lower income countries of the re-
gion (IMF, 2009). There are also questions
about what would happen to local affiliates
if parent banks go bankrupt or need to be
bailed out by their home country.

In reality, the adverse effects of the crisis
have been contained so far. Although GDP
in South-East European countries has de-

Figure 11.6. Non-performing loans in se-
lected South-East European countries,
2000-2008
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clined, the collapse of banking systems and
currencies has largely been avoided. As local
financial markets have refrained from using
high-risk financial products, the prevalence
of non-performing loans has remained mod-
erate (EBRD, 2009). Reversals in net capital
flows have also been limited.?? In fact, some
parent companies (e.g. Erste Bank, Raif-
feisen Bank) have provided capital support
to their local affiliates to maintain credit
growth. And although foreign affiliates have
reduced their lending during the crisis, this
decline has been smaller than the contraction
of lending by domestic banks.

As for bankruptcy and bailout of parent
banks, only Hypo Alpe Adria Bank had to be
nationalized in December 2009. Since then,
the bank has decided to keep its assets in
Bosnia and Herzegovina, Croatia and Serbia,
and sell its holdings only in the smaller mar-
kets of Montenegro and the former Yugoslav
Republic of Macedonia (as well as in Bul-
garia, Hungary and Ukraine).*’ In addition
to national efforts, coordinated international
initiatives to stabilize the banking industry
have also been launched. One of these plans,
the European Bank Coordination Initiative,**
includes two South-East European countries
(Bosnia and Herzegovina, and Serbia) and
some new EU members (Hungary, Latvia
and Romania).

Yet the large presence of foreign banks
makes the region vulnerable to potential
systemic risks, as highlighted by the recent
Greek debt crisis (box II.1). This leaves
South-East European countries with the
challenge of how to harvest fully the ben-
efits of financial integration, while better
containing its risk.>
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Box Il.1. The Greek debt crisis and its potential contagion to South-East Europe

Greece’s commercial banks, faced with a relatively small and increasingly saturated domestic
market, have been expanding rapidly in South-East Europe for the past decade, acquiring sub-
sidiaries or establishing branches. They have faced stiff competition from much larger European
banks, but still managed to carve out solid market shares in the subregion. The “big four” — Na-
tional Bank of Greece (NBG), Alpha, Eurobank EFG and Piraeus — have an estimated market
share of 28 per cent in the former Yugoslav Republic of Macedonia, 25 per cent in Albania and
16 per cent in Serbia. In 2008, Greek commercial banks’ exposure in South-East Europe stood
at about $70 billion — close to 22 per cent of Greek GDP or about 13 per cent of the Greek
banking system’s total assets.?

The recent downgrading not only of Greek banks’ ratings but also of their affiliates in Bulgaria
and Romania® has highlighted the potential risks of parent banks’ failure and the possible conta-
gion to affiliates. Unlike in other countries, the Greek Government does not have spare financial
resources to bail out its troubled banks, raising the threat of eventual contagion to South-East
Europe. In addition, contagion can also take place through “Mediterranean” channels: the Greek
crisis could affect the credit rating of Italian banks, which are also major investors in South-East
Europe (Moodys Investor Services, 2010).

That lending from Greek banks’ affiliates in South-East Europe is mostly funded with loans
from Greece rather than from local deposits is another challenge. Even if Greek banks do not
withdraw from the region, they will seek to reduce their funding and are likely to avoid making
new loans. © This will leave Greek-owned businesses operating in South-East Europe with less
financial resources, forcing them to reduce their activities.

Source: UNCTAD.

* Including Bulgaria and Romania.

® Moodys downgraded nine Greek banks in May 2010; the Bulgarian affiliate of the National Bank
of Greece (NBG), United Bulgarian Bank, had its credit rating cut by S&P in April 2010, and Fitch
downgraded the affiliates of the National Bank of Greece (NBG) and EFG Eurobank in Romania and
Bulgaria in late February 2010.

¢ In May 2010, the “big four” banks have asked for access to 14 billion euros of the support plan put
together during the financial crisis in 2008, to counter a liquidity squeeze derived from a significant
flight of deposits. “Greece’s four largest banks are seeking government support to help counter a liquidity
squeeze resulting from a significant flight of deposits in the first two months of the year”, Financial
Times, 7 May 2010.
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3. Developed countries
a. Recent trends
Table A. Distribution of FDI flows among Table B. FDI inflows and outflows, and cross-border
economies, by range,® 2009 M&As sales and purchases, 2008-2009
Billions of dollars
Range Inflows Outflows ( )
Above $100 ] United States and " Cross-
billion b e 1l Ehe FDIinflows  FDI outflows  §1957°%1°" horder MaAs
$5O to $99 France Japan and Germany AT
billion . : Region 2008 2009 2008 2009 2008 2009 2008 2009
Upifedgiingdom, taly, Ganada, Norway, 5 omies 1018 566 1572 821 581 204 568 161
Germany, Belgium, Italy, Sweden, Ireland, United £ Uni e = - aad 351 116 307 90
$10 to $49 Luxembourg, Netherlands,  Kingdom, Australia, uropean Union i
billion Ireland, Australia, Canada,  Netherlands, Spain, Other developed countries 87 39 169 94 45 18 95 18
Spain, Japan, Poland and = Denmark, Switzerland Other developed Europe 14 16 76 51 22 18 52 13
Sweden and Luxembourg North America 380 148 411 287 263 51 114 40
AS\;V[tze'::and, De;mark,_ Cyprus, Austria, Finland, . R
$1 to 59 g;;:'is g%aafia ‘:g‘r:g:a Poland, Greece, Table C. FDI inward and outward stock, and income on
billion Gieete PortuGalkabech is;ozgi;cgfrrtlg,jzae:: inward and outward FDI, 2008-2009
Republic, Finland and P srael 9 (Billions of dollars)
Estonia _ ! FDI inward FDIl outward  Income on  Income on
Malta, New Zealand, Slovenia, Slovakia, stock stock inward FDI  outward FDI
Lithuania, Bermuda, Bermuda, Romania, .
Silellig‘r’: i Gibraltar, Latvia, Slovakia, Lithuania, Malta, Latvia, Region - 2o 2008 200 2008 200 200 200 00
Slovenia, Iceland and Bulgaria, New Zealand, ' Developed economies 10851 12353 13586 16011 650 548 1029 874
Hungary Hungary and Belgium European Union 6670 7448 8068 9007 386 359 514 424
4 p . = Other developed countries 628 669 990. 1158 55 41 71 63
a Economies are listed according to the magnitude of
. Other developed Europe 559 590 900 977 59 32 26 36
their FDI flows.
North America 2994 3646 3628 4870 151 116 418 352

Figure A. FDI inflows, 2000-2009

Figure B. FDI outflows, 2000-2009
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Table D. Cross-border M&As by industry, Tables E. Cross-border M&As by region/country,
2008-2009 2008-2009
(Millions of dollars) (Millions of dollars)
Sales Purchases Sales Purchases
Sector/industry 2008 2009 2008 2009 Region/country 2008 2009 2008 2009
Total 581394203 530 568 041160785 yorig 581 394203 530 568 041 160 785
Primary . 84816 41198 37949 2875 Developed economies 491 855 143 163 491 855 143 163
Mining, quarrying and petroleum 82906 40216 34929 1344 European Union 250 684 81751 204 242 88 575
Manufacturing 284 475 61 153 215956 32 663 Framee 35729 38372 - 3474 - 342
Foud beverages s bacce 127756 5008 52102 4000 Gomany ssort 20572 zo1as s
I I us . .
United Kingd 39 105 -6 307 120274 21678
Non-metallic mineral products 12100 -139 21562 728 .m T
United States 68 092 18 834 211 444 26 640
Metals and metal products 10 650 252 6811 -680
K N Japan 42 978 11 882 8 847 -6 945
Machinery and equipment 13667 1305 6656 2 086 . .
. . . Developing economies 64 168 46 272 59270 12286
Electrical and electronic equipment 12535 8315 30910 1281 "
. Africa 7362 1378 13385 4328
Motor vehicles and other transport . . .
equipment 8738 8546 6617 -686 Latin America and the Caribbean 2028 3475 13956 -6 815
Precision instruments 23011 3841 18499 4798 SouthiAmerica 412320 O5ONNTI2 T8 1161681
Services 212 103 101 179 314 137 125 247 Central America -172 3169 2488 16
Electricity, gas and water 35966 59408 17 469 39 015 Asia 53 683 41417 32462 14494
Construction 1869 10254 -2014 -1641 West Asia 7 589 21 451 5773 3174
Trade 10342 -1327 15897 1017 SO}Jth, East and South-East
Transport, storage & communications 21 131 3523 15202 14 062 Asia 46 094 19966 26689 11320
Finance 37795 8434 222721 60286 China 24 838 12994 4716 1418
Business services 94 617 13638 7212 3545 India 10 671 40 7610 5573
Public administration and defence 13 110 116 51 Oceania 1094 2 - 533 280
Community, social and personal 741 3175 217 474 South-East Europe and the CIS 14672 7616 16916 5336
service activities Russian Federation 13725 7616 13071 4487
Other services 4 776 647 -2 291 704 Ukraine 972 - 3 696 - 14

Visit www.unctad.org/wir

r www.unctad.org/fdistatistics for detailed statistics on FDI and cross-border M&As
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In 2009, FDI inflows to developed countries
declined by 44 per cent, to $566 billion (table
B). Remarkably, however, this contraction
was relatively smaller than the decline in
the previous downturn of 2000-2003 (fig.
A), even though the current economic and
financial crisis has been far more severe.

The decrease in equity capital flows, which
are most directly related to TNCs’ investment
strategies, was particularly marked. Intra-
company loans to foreign affiliates also
declined, as many parent companies faced
liquidity problems due to falling profits at
home and reduced bank lending. Reinvested
earnings — a relatively stable component of
FDI flows in times of protracted economic
growth — did not decline for the whole year
as they recovered during the latter half of
the year.

Inward FDI flows fell in all major regions
(table B). North America was affected the
most as inflows to the United States, the
largest host country for FDI in the world,
declined by 60 per cent to $130 billion,
while inflows to Canada fell to $19 billion
—roughly one fifth of that country’s record
FDI inflows in 2007. FDI inflows to Japan,
the second largest economy in the world but
only the 14th largest developed-country host
in terms of inward FDI stock, fell from $24
billion in 2008 to $12 billion in 2009 due to
some large divestments to domestic compa-
nies. FDI flows into the 27 European Union
(EU) countries declined by 33 per cent (to
$362 billion), though at a much lower rate
than those of North America and Japan on
average. FDI inflows to the United Kingdom,
however, collapsed by 50 per cent in 2009, as
the country’s economy and financial sector
were hit particularly hard during the crisis.
FDI inflows to France declined by 4 per cent
to $60 billion. The largest decline in terms
of value took place in Belgium (a drop of
$76 billion). In contrast, some EU countries
recorded an increase in FDI flows in 2009.
Among them was Germany, the fourth-largest
host country in the EU in terms of inward

FDI stock: the country’s inflows increased
by 46 per cent to $36 billion, mainly due to
an upswing in intra-company loans after the
end of major company restructurings.

Cross-border M&As, the main mode of
FDI flows to and from developed countries,
fell sharply in 2009 (tables D and E) and
recovered only slightly in the first half of
2010. The decline was due to a reduction
in the number as well as values of M&A
transactions. Greenfield investments were
hit much less, as they have a longer plan-
ning and investment period and react with
a certain time lag to economic shocks.

Although the bulk of FDI inflows to devel-
oped countries came from other developed
countries, TNCs from developing countries
were active investors in 2009 and increased
their relative share of M&A sales (table E).
They participated in 25 megadeals valued at
over $1 billion (visit http://www.unctad.org/
wir for the full list of mega deals).?®

Outward FDI flows from developed coun-
tries declined by 48 per cent, to $821 bil-
lion in 2009 (table B), as falling profits and
financial pressures resulted in depressed
reinvested earnings, re-channelled dividends
and re-called/withdrawn intra-company
loans.?” Employment in foreign affiliates
of developed-country TNCs is rising over
the years, even when there is the general
decline in the overall employment of home
countries (section B).

The global economic and financial crisis
hit FDI in various sectors and industries of
developed countries unevenly. In the manu-
facturing sector, cross-border M&A sales and
purchases declined by around 80 per cent
(table D), while the decline in services was
less pronounced. The manufacturing sector,
on the other hand, recorded a larger number
of greenfield projects (3,229 inward cases)
than other sectors. Industries that were hard
hit by the economic crisis, like automobile
and machinery, suffered from a stronger
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decline in greenfield projects, whereas the
number of projects in industries with a more
stable demand fell less (chemical industry)
or even increased (food, beverages and
tobacco).

Regarding national policy measures, on the
one hand, there has been a continuous trend
towards investment liberalization, particularly
in the air transport sector in Australia and
between the EU and Canada. On the other
hand, Germany and Canada tightened their
laws and regulations concerning screening
requirements of foreign investment for na-
tional security reasons. To respond to the
financial crisis, most developed countries
also implemented economic stimulus pack-
ages and individual rescue packages with
potential impacts on international invest-
ment. The measures were first aimed to
rescue the financial sector and were later
complemented with measures directed to
the real economy. Foreign investors were

Based on 36 countries FDI inflows in the
first quarter of 2010 rose by more than 2
times compared to the same period of 2009
and 9 per cent of the previous quarter.

Outward FDI from developed countries is
expected to recover in 2010 and increase
in the medium term. The recovery of the
world economy in 2010 and brightened
prospects for 2011 and 2012 will encour-
age developed countries’ TNCs to increase
their foreign investments to strengthen their
competitive position and gain access to new
markets. In the first five months of 2010,
outward cross-border M&As of developed
countries’ firms increased by 35 per cent
compared to the same period of 2009. Data
for the first quarter of 2010 show that FDI
outflows increased by 17 per cent over the
same period of the previous year.

b. Impacts of outward FDI on home-
country employment

not excluded from State aids supplied in

response to the crisis. The effect of FDI

on employment

at home varies,
depending on the
type of FDI and
TNCs’ employment
strategy.

In many developed
countries, the growing
internationalization of
production has raised
concerns about outward
FDI’s possible detri-
mental effects on em-

The short- and medium-term prospects
for FDI inflows have improved during the
first half of 2010. In line with developed
countries’ economic recovery — reflected

in growing production and foreign trade —
inward investment stabilized in the first half
of 2010 and is expected to increase over the
year as a whole. FDI inflows are expected
also to increase due to a new round of priva-
tizations in European countries with large
public debts.*® In the medium term, inward
FDI to developed countries could recover
to the levels seen in the first half of the past
decade, provided no major economic shocks
hit these economies. The further integration
of developed countries’ markets, competitive
pressures and the ongoing liberalization pro-
cess in several areas — such as the European
energy and information technology network
industries — are also fostering inward FDI to
these countries. A further stimulus could be
expected from developing economies’ TNCs,
which are increasingly interested in expand-
ing their presence in developed countries.

ployment at home. Due

to the rapid growth of their outward FDI in
the past decade, the share of foreign affiliates
in the total employment of developed-country
TNCs has risen, while that of domestic em-
ployment in headquarters and affiliates at
home fell. Employment in foreign affiliates
of United States TNCs reached 11.7 million
in 2007 (the most recent year for which data
are available) compared to 6.8 million in
1990 (table I1.9). The workforce of United
States companies abroad increased at an
annual rate of 2.7 per cent between 2000
and 2007, compared to an average annual
increase of total domestic employment in
the United States of 0.7 per cent during the
same period.

The unprecedented decline of domestic




World Investment Report

Investing in a Low-Carbon Economy

employment caused by the economic down-
turn in the United States has further fuelled
concerns regarding the employment impact
of outward FDI. From the beginning of the
recession in October 2007 to early 2010,
roughly 8.5 million payroll jobs were lost
in the United States, more than 6 per cent
of total employment in late 2007 (Slaughter,
2010). In contrast, employment in foreign
affiliates of United States TNCs, which had
risen by 5.2 per cent in 2007, is estimated to
have grown again in 2008 and 2009.

Developed-country TNCs tend to be more
capital-intensive in their parent firms than
their foreign affiliates, as indicated by a
lower share of the former in total employ-
ment, compared to relative weights in output
or capital expenditures. But the growth of
employment in foreign affiliates and the rela-
tive importance of employment abroad and
at home differ across countries and sectors.
TNCs with a home base in relatively small
economies (e.g. Austria and Switzerland)
employ a relatively large share of their total
workforce in foreign affiliates.> TNCs based
in large home economies, like the United
States and Japan, typically employ a high
share of their workforce in headquarters and
domestic affiliates: in 2007, the majority of

Table 11.9. Employment in foreign
affiliates of home-based TNCs
of selected developed countries,
1990-2007
(Thousand employees)

Home country 1990 2000 2006 2007
Austria 43.6 248.6 478.9 573.3
Czech Republic .. 12.3 36.6 37.4
Finland 137.32  288.1 381.8 588.9
Germany 2337.0 4440.0 5229.0 5 467.0
Italy 551.6° 1258.0° 1243.9 1297.9
Japan 1549.7 34529 4557.1 4 746.1
Norway 26.9 78.3 78.9¢ 78.6¢
Sweden' 591.0 910.0 1021.7 1132.9
Switzerland 1012.6 1763.0 22124 2 350.2
United States 6 833.9 9713.0 11149.9 11737.5

Source: UNCTAD, FDI/TNC database (www.unctad.org/
fdistatistics).
@ 1996. > 1991. ¢ 2001. 4 2002. e

f Data refer to majority-owned affiliates only.

2003.

the workforce of United States TNCs (69 per
cent or 22 million workers) was employed in
parent firms in the United States (Slaughter,
2010); and data on Japanese TNCs show that
about half of their consolidated employment
is still located at home (Japan, METI, 2010Db).
The parent company shares of value added
and employment in those countries, however,
are on a downward trend, and declined by
about 10 percentage points in the past 20
years in the United States (Barefoot and
Mataloni, 2009). For Japanese TNCs, the
share of parent firms in total employment
decreased from 72 per cent in 1989 to 48 per
cent in 2008, while their share in total sales
fell from 97 per cent to 67 per cent during
the same period (Japan, METI, 2010b).

In several sectors and industries, developed-
country TNCs employ a very large share of
their total workforce abroad. In the primary
sector, developed-country TNCs have ex-
panded abroad due to a lack of sufficient
natural resources at home: some companies,
such as Xstrata (United Kingdom) and Anglo
American (United Kingdom), employ more
than 90 per cent of their total workforce
abroad. In other industries such as textiles,
where labour cost is an important consider-
ation, developed-country TNCs closed down
a large part of their production facilities at
home in the early 1970s and 1980s, and
relocated them in new plants in developing
countries.

An increase in investments and employment
abroad, however, does not automatically
come at the cost of domestic investment
and employment. On the contrary, outward
FDI can save or create employment at home
through various channels:

A large part of FDI is related to market-
ing, financing and distribution activities,
which help stimulate domestic exports
and GDP growth, which in turn stimu-
late employment at home. For example,
employment by German TNCs in trade
and repair alone accounts for more than
one fifth of total employment in foreign
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affiliates of German TNCs. Several stud-
ies covering different countries have
shown that outward FDI and exports go
hand in hand and stimulate each other
(Krautheim, 2009).

* Relocations of production facilities
abroad — which cause layoffs at home
in the short-run — may help to save and
increase employment in some types of
FDI. In these cases, outward FDI could
enhance labour skills by engaging redun-
dant labour force in higher value added
activities at home in the longer run, if
firms improve their overall competitive-
ness via a reduction in input costs in
foreign affiliates. Studies indicate that
companies that internationalize their
operations are more productive and suc-
cessful than competitors that concentrate
their investments and activities in the
domestic economy (Desai et al., 2009;
Becker and Muendler, 2006).

* The largest part of developed-country
TNCs’ employment in foreign affiliates
is concentrated in other developed coun-
tries — and not in low-wage developing
countries. Roughly 70 per cent of United
States FDI abroad, for example, is con-
centrated in high-income countries, and
the share of investment in developing
countries has fallen in recent years (Jack-
son, 2009). Developed countries therefore
may profit the most from employment
created by TNCs’ foreign affiliates.

There is no strong evidence that supports
the hypothesis that outward FDI causes job
reduction at home across the board (WIR07).
The impact depends on the type of invest-
ment and the location of foreign affiliates,

as well as TNCs’ employment strategies. A
study of German and Swedish TNCs points
to the substitution of jobs in home countries
by foreign-affiliate employment, particularly
for investments in Central and Eastern Eu-
rope (Becker and Muendler, 2006). In the
case of Italy, efficiency-seeking FDI has
also had a negative effect on home-country
employment (Mariotti et al., 2003).

On the other hand, market-seeking investment
from United States TNCs has been associ-
ated with a positive effect on home-country
employment (Hanson et al., 2005). Several
other studies conducted in the first half of
the past decade have shown that increased
employment in the overseas affiliates of
United States TNCs had a positive or no
significant effect on employment in the par-
ent firms. Similarly, when it has been driven
by the search for new markets, as well as by
marketing, distribution and customer service
motives, German outward FDI is perceived to
have also strengthened the overall competi-
tiveness of the German corporate sector and
contributed to investment and employment
growth at home (Deutsche Bundesbank,
2006; DIHK, 2009). In addition, a recent
survey of Japanese TNCs reveals that only
6 per cent of parent firms would cut em-
ployment, while 18 per cent of them would
rather utilize excess labour for enhancing
value-added activities (table I11.10).

Ultimately, the potential long-term effects
of FDI on employment at home strongly
depend on economic growth and techno-
logical progress. They also depend on the
sector of operation and technology involved
in TNCs’ home-based activities, and their
employment strategy.

Table 11.10. Response of Japanese TNCs with respect to plans for home-country

employment while relocating production abroad, 2004
(Distribution share)

Enhancing value Will not reduce Will reduce No plan at the There will be
Total added activity at homeemployees even though employment in moment for no excess No answer
to avoid excess labour there is excess labour the future excess labour labour
100.0 17.8 4.2 5.8 2.6 62.4 7.2
Source: Japan, METI, 2006.
Note: Based on 969 Japanese TNCs.
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B. Trends in structurally weak, vuinerable
and small economies

1. Least developed countries
a. Recent trends

Table A. Distribution of FDI flows among Table B. FDI inflows and outflows, and cross-border
economies, by range,® 2009 M&As sales and purchases, 2008—-2009
(Billions -of dollars)

Range Inflows Outflows Cioe
Above $10.0 Angola ) FDI inflows  FDI outflows %‘;s'b”lde' border M&As
billion Region S sales purchases
ﬁﬁl‘i‘;n‘" $9.9 Sudan 2008 2009 2008 2009 2008 2009 2008 2009

Least developed
$.1'.0 fofcyl Equatorial Guinea countries (LDCs) 22 esl 94 0f 28 = 08 0y Y
billion LDCs: Africa 279 256 33 05 -26 - 05 00 00
Zambia, Democratic Republic of the LDCs: Latin America

$0.5to $0.9 Congo, Mozambique, Uganda, Niger, il s Gerisherm 0.0 0.0 0.0 0.0 - 00 - -
billion Bangladesh, United Republic of LDCs: Asia 4.3 2.1 0.1 0.1 0.0 - 0.3 , -
02 1503 Tanzania, Madagascar and Cambodia LDCs: Oceania 01 02 00 00 00 00 -03 -

ﬁill-ior:o o Chad, Liberia, Myanmar and Senegal Liberia
Afghanistan, Solomon Isiands, Burkina " Table C. F_DI inward and outward stock, and income

Faso, Lao People’s Democratic N : on inward and _outward FDl, 2008-2009

Republic of the Congo,
Bangladesh, Senegal,
Solomon Islands, Rwanda,
Niger, Angola, Séo

(Billions of dollars)
FDlinward  FDI outward Income on Income on
Region stock stock inward FDI outward FDI
2008 2009 2008 2009 2008 2009 2008 2009

Republic, Yemen, Rwanda, Mali,
Somalia, Djibouti, Ethiopia, Benin,
Malawi, Togo, Lesotho, Gambia,
Central African Republic, Nepal, Haiti,

Below $0.1

billion 3 ] s Tomé and Principe, Mali,
Bhutan, Sdo Tomé and Principe, . east developed
Sierra Leone, Vanuatu, Timor-Leste, m;é;?béquﬂzinzag‘;i’ countries (LDCs) TTREIS0; g - 10:0 © 25.2 15.8 03 02
Guinea-Bissau, Burundi, Maldives, G 'nea-‘Bissau Vanuatvu LDCs: Africa 87.4 103.2 83 87 192 101 0.3 0.2
Comoros, Tuvalu, Kiribati, Samoa, UIb dia. BeritErd oo LDCs: Latin America 04 04 0.0 0.0 - - - -
Eritrea and Mauritania amboadia, Benfygne Iego and the Caribbean ’ ; ; b
LDCs: Asia 226 244 0:8 0.9 58 55 0.0 0.0
a Economies are listed according to the magnitude of their FDI flows. LDCs: Oceania 22 24 04 04 028 70:2 0.0 0.0
Figure A. FDI inflows, 2000-2009 Figure B. FDI outflows, 2000-2009
3.5
3.0
2.5
c 2.0
g = 15
Ld
1.0
0.5 1-
= R R MR R R R
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 0.0
mmmm Latin America and the Caribbean B
=== gsci;ama _0.5 12000 2001 2002 2003 2004 2005 2006 2007 2008 2009
égllcianflows as a percentage of gross fixed capital formation Africa Asia [l Oceania M Latin America and the Caribbean
Table D. Cross-border M&As by industry, Table E. Cross-border M&As by region/country,
2008-2009 2008-2009
(Millions of dollars) (Millions of dollars)
Sales Purchases Sales Purchases
Sector/industry 2008 2009 2008 2009 Region/country 2008 2009 2008 2009
Total -2549 -774 - 261 16 World 2549 -774 - 261 16
Primary -2170 8  -321 16 Developed economies -2464 -1156 43 -
Mining, quarrying and petroleum -2 170 8 - 321 16 European Union -435 -1160 - i
Manufacturing 71 11 -3 - United States -2 200 -15 - -
Food, beverages and tobacco - -0 - - Japan 350 - - -
Wood and wood products - 1 - - Developing economies -100 372 -305 16
Publishing and printing - - 1 9 Africa 106 354 20 .
Chemicals and chemical products 19 - - - North Africa - 324 - §
Rubber and plastic products - - -4 - Other Africa 106 30 20 -
Metals and metal products 40 - - - Latin America and the Caribbean - -5 - 16
Machinery and equipment -1 = = s Caribbean - -5 - 16
Electrical and electronic equipment 13 - - & British Virgin Islands = -5 - 16
Services -450 -793 63 - Asia - 206 23 - 325 -
Hotels and restaurants 3 - - - West Asia 115 - - -
Transport, storage and - -346 R ) South, East and South-East Asia -321 23 -325 -
cpmmunlcatlons South-East Europe and the CIS 15 - - -
Flna'nce i =453 -354 20 i Russian Federation 15 - - -
Business services - - 94 43 -

Visit www.unctad.org/wir or www.unctad.org/fdistatistics for detailed statistics on FDI and cross-border M&As.
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FDI inflows to the 49 LDCs* declined by
14 per cent to $28 billion in 2009, ending
eight years of uninterrupted growth (table
B and fig. A). The decrease was mainly due
to a lull in the global demand for commodi-
ties — a major driver of FDI in many LDCs
— and the cancellation of some cross-border
M&A deals. The impact of lower inward
investment is particularly serious in LDCs,
where, judging from the ratio of FDI inflows
to gross fixed capital formation, FDI is a
major contributor to capital formation.*! FDI
inflows to LDCs still account for limited
shares in both global FDI inflows (3 per
cent in 2009) and inflows to the developing
world (6 per cent).

FDI flows have been concentrated in a lim-
ited number of countries, and this concen-
tration has risen further in LDCs (as well
as LLDCs) over the past decade, while in
SIDS - the other structurally weak, vulner-
able and small group of economies — the
geographical concentration of FDI flows
was lessened.*?

The bulk of investments in LDCs are in the
form of greenfield projects (269 in 2009).
These projects are concentrated in services
(such as financial and business services),
while more than 60 per cent of them originate
from developing and transition economies.
In contrast, in 2008 and 2009, cross-border
M&A sales were negative as some large di-
vestments took place in Equatorial Guinea
and Angola in the primary sector (e.g. oil)
and banking (table D). With the end of large
divestments, however, cross-border M&A
sales rose to $1.5 billion in the first five
months of 2010.

The distribution of FDI flows among LDCs
remains uneven. In terms of value, foreign
investment is highly concentrated in a few
natural resource-rich countries, but in terms
of number of projects, FDI is diversified:
during 2003-2009, out of over 1,200 green-
field investment projects in LDCs, some 470

(39 per cent of the total) and 530 (44 per
cent) were registered in the manufacturing
and services sectors, respectively. FDI in
telecommunications is on the rise in African
LDCs, offering some diversification. FDI to
Asian LDCs, on the other hand, is primar-
ily in manufacturing and services such as
electricity.

TNCs from developed countries remain the
main sources of FDI inflows to LDCs. In-
vestment from developing economies such
as China, India, Malaysia and South Africa
is, however, on the rise in both relative and
absolute terms (A.l.a in this chapter). In
addition, investments from the Gulf Coop-
eration Council countries in African LDCs
have recently increased in sectors such as
telecoms, tourism, finance, infrastructure,
mining, oil and gas and agriculture.

FDI prospects for LDCs will remain limited
for the next few years. Many LDCs suffer
from substantial disadvantages, including
limited market size, weak business envi-
ronment, high level of perceived risk, and
relatively low competitiveness compared to
other, relatively more advanced developing
economies. None of the LDCs are ranked
among the top 30 priority destinations by
investors surveyed in the WIPS (UNCTAD,
forthcoming a); and sub-Saharan Africa
— where a large proportion of LDCs is
concentrated — was given the lowest prior-
ity for future investment projects. LDCs
could benefit from the global recovery in
FDI, however. The investment momentum
generated by TNCs from developing and
transition economies is primarily resources-
and market-seeking, but LDCs have the
potential to attract export-oriented FDI, tak-
ing advantage of preferential market access
to developed country markets. In addition,
LDCs’ structural disadvantages could be
partly mitigated if ODA were to be used
more effectively in conjunction with FDI
(section b).
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b. Enhancing interaction hetween

ODA and FDI

ODA can act as a
catalyst for boosting
the limited role of
FDI in LDCs.

The contribution of
FDI to LDCs’ capital
inflows has been on

the rise since 1990 and
accelerated after 2000
(fig. 11.7), driven by rising commodity prices,
economic reforms and the participation of
new investors from within the developing
world. Although total ODA remains the
main source of foreign capital in LDCs,
FDI inflows have overtaken bilateral ODA
since 2005.

During 1990-2008, FDI flows to almost all
LDCs rose; exceptions included Burundi,
Eritrea, Nepal, Samoa and Timor-Leste (fig.
I1.8). FDI inflows to 15 LDCs increased
while their bilateral ODA decreased. In the
same period, 29 other countries experienced
simultaneous increases in FDI and bilateral
ODA.

ODA flows to a country can be expected to
depend on the degree of the country’s need
for development assistance and its ability
to utilize it effectively, rather than on its
locational advantages for economic activity
vis-a-vis other countries.* FDI is determined
by a country’s locational advantages rela-
tive to alternative production sites — such
as large markets, low-cost resources, and/
or cost advantages for efficient production.

Figure 11.7. FDI inflows and ODA flows to LDCs, 1980-2008
(Billions of dollars)

Some of these advantages — particularly
market size and cost competitiveness — tend
to improve with economic development and
growth, improving FDI prospects as countries
develop and incomes rise.

Private investment requires a minimum
threshold of adequate human capital and
sound infrastructure to flourish (UNDP,
2005). Until countries reach a sufficient
level of development, FDI primarily flows
to the primary sector (especially mining) —
as is the case with LDCs — and far less into
manufacturing and infrastructure services
that are essential for development.

In this context, ODA can act as a catalyst
for FDI — and private investment generally
— through investments in human capital and
in infrastructure, and assistance to regula-
tory reform. However, such aid should not
be used as subsidies for individual FDI
projects. In aid-financed development plans,
ODA country ownership is seen as a nec-
essary condition for improving aid quality
and impact in host countries (OECD, 2009).
With this condition, LDCs could leverage
ODA for improving conditions in their re-
spective economies to enhance the impact
of potential FDI. Once a sufficient threshold
of capabilities is achieved, FDI can expand
into a broader range of production activities.
At that stage, foreign investment is better
able to contribute to development through
additions to domes-
tic capital formation,
employment, and in-

come generation, both
directly and through
local linkages, as well
as transfers of technol-
ogy, technical skills
and management prac-
tices to host-country
enterprises (WIR99).

—_— — e T T T T T T T T T T T T T o o —

—— Total ODA —— Bilateral ODA

Source:
ODA.

UNCTAD, FDI/TNC database (www.unctad.org/fdistatistics) for FDI and OECD for

However, the impact
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process depends on
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the volume and type of FDI that a country
attracts and the host country conditions in
which foreign affiliates operate.

A close association between FDI and ODA,
as well as interaction with domestic invest-
ment, can foster local development. In some
cases, public-private partnerships (PPPs)
offer promising avenues for such coopera-
tion. Successful partnerships, however, re-
quire coherent PPP policies providing clear
directions to investors and donor countries,
a coherent legal and regulatory framework,
transparent public decisions and selection of
partners, and a commitment to sustainable
development. Investors’ legal rights and the
rights of the public in case of investment
disputes also need to be protected.

In LDCs there is significant latency in
opportunities for the private sector. The
opportunity for FDI derives not only from
exploiting current potential — whether re-
source, labour or market-based, but more
so in participating in the developmental

Figure 11.8. Growth in FDI and ODA flows to LDCs,

1990-2008

ODA (+)
A

Afghanistan

Angola

Benin

Bhutan

Burkina Faso

Cambodia

Chad

Congo, Democratic Republic of
Ethiopia

Haiti

Kiribati

Lao People's Democratic Republic
Liberia

Madagascar

Malawi

Burundi
Eritrea
Nepal
Timor-Leste

Maldives

Mali

Mozambique
Myanmar
Rwanda
Senegal

Sierra Leone
Solomon Islands

dynamics which move a country along a
development trajectory. The private sector
can be both a proactive agent independently
seeking potential business opportunities in
development processes and it can work with
the public sector in delivering goods and
services in government-led PPP frameworks.
These opportunities relate to building and
operating various types of enabling physi-
cal infrastructure and utilities in the energy,
transport and communication industries,
developing more efficient intermediation
of finance in the financial services industry,
and, in partnership with the public sector,
facilitating the delivery of social services in
such sectors as health and education. These
industries are the most promising ones for
the convergence of ODA, FDI and domestic
investment through PPPs. Enhancing the
national ownership of aid processes and
outcomes (UNCTAD, 2010a) would lead to
further interaction between FDI and ODA.

The degree to which the latent opportunity
to attract FDI to an LDC is realized depends,
however, on the many con-
textual factors. ODA can
play an enabling role in this
respect by focusing on key
public sector institutional
limitations and helping re-
solve critical planning and
other process bottlenecks.
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2. Landlocked developing countries

a. Recent trends

Table A. Distribution of FDI flows among Table B. FDI inflows and outflows, and cross-border
economies, by range,® 2009 M&As sales a'n.d purchases, 2008-2009
(Billions of dollars)

Range Inflows Outflows Cross-
Above $1 Kazakhstan and Kazakhaith _ FDI inflows FDI outflows Srose- 297" border MaAs
billion Turkmenistan Region SRR purchases
2333 tO_”_ Zagbl')ayk{*rtmen'aa L'qu_andav : 2008 2009 2008 2009 2008 2009 2008 2009

mizion ZOe'sStaf) ant 1y 1ok Landlocked developin
Azerbaijan, Chad, Mongolia, countries (LLDCs) PING 263 21.9 1.5 35 0.1 1.7 27 - 0.0
ILiationsliSiaeior ot Africa 41 40 -00 00 00 01 00 00
the former Yugoslav Republic Eatin A y d th
$100 to of Macedonia, Botswana, ; atn Americaandthe 56 06 00 00 00-01 00 00
$499 million  Afghanistan, Paraguay, Azerbaijan Cagibbeaii
Burkina Faso, Lao People’s Asia and Oceania 2" %019 0.0 - 01 0.0 03 0.1 - 0.0
Democratic Republic, Transition economies 20.4 16.5 1.6 818 0.1 1.4 2.6 0.0
Rwanda and Mali
Ethiopia, Republic of . ) Table C. FDI inward and outward stock, and income on
$10 to $99 Moldova, Swaziland, Malawi, = Armenia, Rwanda, the - d and outward FDI. 2008-2009
million Zimbabwe, Kyrgyzstan, former Yugoslav Republic nwar o ’
Lesotho, Central African of Macedonia and Niger (Billions of dollars)
Republic, Nepal and Bhutan FDIl inward FDI outward Income on Income on
Paraguay, Republic of Region stock stock inward FDI  outward FDI
Moldova, Mali, Botswana, 2008 2009 2008 2009 2008 2009 2008 2009
Malawi, Burkina Faso, Landlocked developing
ﬁ?lllio;mo Burundi and Tajikistan Zimbabwe, Plurinational countries (LLDCs) 128.2 149.7. 101 147 27.5 17.9 - 0.0 - 0.3
K Sfa‘et of E;O"V'a,i g Africa 269 311 14 12 29 . 26 01 0.1
yigyasian, swazilan Latin America and the
and Mongolia Caribbean 8.3 9.0 03 03 1.1 1.0 0.0 0.0
2 Economies are listed according to the magnitude of their ~ Asia and Oceania 50 58 00 00 04+ 03, 00 00
FDI flows. Transition economies  88.0 103.8 8.5 131 232 141 - 02 - 05
Figure A. FDI inflows, 2000-2009 Figure B. FDI outflows, 2000-2009
4
3
o
c
o a
L @
1
g 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
== Transition economies 7
mem Asia and Oceania . 4 7 .
G "J&?t'n America and the Caribbean 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
== I'I(':a - . . “ Africa M Latin America and the Caribbean
—o—FDIl inflows as a percentage of gross fixed capital formation e T RS
Table D. Cross-border M&As by industry, 2008—-2009 Table E. Cross-border M&As by region/country,
(Millions of dollars) 2008-2009
T S (Millions of dollars)
Sector/Industry 2008 2009 2008 2009 Sales Purchases
Total 144 1708 2676 -8 Region/country 2008 2009 2008 2009
Primary -141 1614 520 1216 World 144 1708 2 676 -8
Agriculture, hunting, forestry and fishing 2 - - - Developed economies - 487 75 71 -
Mining, quarrying and petroleum -144 1614 520 1216 European Union 1008 -418 -34 i
Manufacturing 68 25 - - United States -1501 -53 106 -

Food, beverages and tobacco 8 - - - Japan - 52 - -

Wood and wood products 24 1" - | Developing economies 259 1831 2604 -8

Chemicals and chemical products 36 10 © ] Africa 106 74 4 -

Machinery and equipment - 4 - - Latin America and the Caribbean -3 - - 16

Services 218 70 2156 -1224 South America - 26 - - -

Electricity, gas and water - =247 - . Caribbean 23 - - 16

Construction - i 31 | Asia 156 1757 2600 -24

Trade - 335 - - West Asia 115 30 2569 -

Hotels and restaurants 4 - - - Turkey - - 2 569 -

Transport, storage and communications 25 0 - - United Arab Emirates 200 - - -

Finance 82 -24 2053 | South, East and South-East Asia 41 1727 31 -24

Business services - - 106 - China - 3558 - -24

Public administration and defence - - -34 -1224 India 15 - 31 -

Community, social and personal service 106 J B ] Indonesia - -2 604 - -

activities South-East Europe and the CIS 221 -198 - g

Other services - g - -

Russian Federation 221 -198 - -

Visit www.unctad.org/wir or www.unctad.org/fdistatistics for detailed statistics on FDI and cross-border M&As.
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The 31 landlocked developing countries
(LLDCs)** have not been attractive
destinations for FDI inflows, as their
economic performance continues to
be hampered by inherent geographical
disadvantages compounded by poor
infrastructure, inefficient logistics systems and
weak institutions (section b). Nevertheless,
economic reforms, investment liberalization
and favourable global economic conditions
over the past few years had translated into
a steady and significant increase in FDI
inflows during 2000—2008, interrupted only
once, in 2005 (fig. A). Although FDI flows
to LLDCs declined by 17 per cent to $22

Prospects for FDI inflows to LLDCs suggest
a slow recovery. Inward FDI is expected to
increase especially in resource-rich countries
due to the rebound in commodity prices and
improving economic and financial conditions.
For example, FDI inflows to Kazakhstan in
the first quarter of 2010 reached $3 billion
or 16 per cent higher than the same period
in 2009. Firms from developing and transi-
tion economies will continue their search
for natural resources.

b. Overcoming barriers to FDI
in LLDCs

LLDCs perform poor-
ly as FDI destinations.
Judging by FDI flow
and stock data, their
poor performance
seems connected to

For LLDC:s to
succeed in attracting
FDI they must shift
their strategic focus
from distance to
markets.

billion in 2009 (table B), this contraction
was less pronounced than that in the world
as a whole, pushing the LLDCs’ share of
global FDI inflows to 2 per cent, from 1.5
per cent in 2008.

The majority of inward investments in
2009 were greenfield projects (326), while
the contribution of cross-border M&As
remained limited (table D). Given the lack
of diversification of productive capacities,
FDI inflows have remained concentrated in
the primary sector in spite of the financial
crisis and lower commodity prices. How-
ever, FDI in other industries, in particular
telecommunications, has recently been rising
in African LLDCs.%

The geographic distribution of FDI remains
uneven. Investment has been heavily con-
centrated in a few resource-rich transition
economies (Kazakhstan alone accounted for
58 per cent of the total in 2009), while 15
African LLDCs only received $4 billion.

Developing-country TNCs — mainly from
Asia, but also Africa — were the main sources
of FDI in the LLDCs in 2009. China has
intensified its investment in the LLDCs,
especially in resource-rich countries such
as Afghanistan (mainly metals), Kazakhstan
(mainly oil),*® Turkmenistan (mainly gas)
and Zambia (mainly copper). South Africa
invests in neighbouring LLDCs.

their lack of territorial

access to the sea, remoteness and isolation, in
addition to a low level of income (UNCTAD,
2003). Studies have highlighted the key role
that geography plays in economic develop-
ment and growth in general (MacKellar et
al., 2002; and Hausmann, 2001). Yet the
impact of geography should not be exag-
gerated when considering options for FDI
policy making, and alternatives other than
securing access to sea ports offer promising
avenues for development.

The curse of geography? To a certain de-
gree, the geographic position of LLDCs
constrains their ability to expand their
economies through trade and to take part
in the international production systems of
TNCs. Access to the sea is critical because
land transport costs are much higher than
those of shipping by sea. Shipping is also
particularly suitable for the bulky, low value
added goods in which most economic activity
of LLDCs is concentrated. High transport
costs, particularly so during periods of high
oil prices, often render the shipping of such
goods to more distant locations entirely
unprofitable.
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Long distances from the sea and ports entail
high transport costs. According to UNCTAD
estimates, LLDCs spend almost twice as
much on average for transport (and insur-
ance services) — as a percentage of their
export earnings — than developing countries
taken as a whole, and three times more than
developed economies.*’ Furthermore, access
of LLDCs to ports depends on their imme-
diate neighbours, and therefore on political
and commercial relationships. The links of
some LLDCs to the sea and ports transit
through more than one country (Uzbekistan,
for example, is double landlocked, as it is
surrounded by other LLDCs), compounding
these difficulties.

High transport costs therefore make LL-
DCs less attractive for FDI that relies on
trade, whether (a) export-oriented (i.e.
efficiency-seeking or resource-seeking); or
(b) import-intensive (i.e. market-seeking or
export-oriented with high import content in
the production process). This prevents LL-
DCs from becoming part of TNCs’ global
production networks in many industries.

Compounding these geographical disad-
vantages, some LLDCs are small, with a
narrow resource base and a tiny domestic
market. The size of many LLDCs inhibits
market-seeking FDI. Their disadvantage is
particularly severe when production for local
consumption depends on imported inputs.

Not all products and activities are equally
sensitive to the geographic constraints of
LLDCs, though. For raw materials and many
manufacturing products, distance is a criti-
cal element of cost. But intangible products
(such as services, including digital products
that can be transferred electronically), for
instance, are not sensitive to such limita-
tions, as their transportation costs are neg-
ligible or non-existent. New communication
technologies that reduce costs or enable the
transportation of these industries’ output at
little or no cost — provided access to tele-

communication and information networks is
available — facilitate international delivery
of such products.

Notwithstanding the severe geographic
disadvantages it imposes, it is not clear that
being landlocked deters FDI by itself. Some
of the world’s significant FDI destinations
are landlocked. The average FDI per capita
of the European landlocked countries (Aus-
tria, the Czech Republic, Hungary, Slovakia
and Switzerland)*® is on par with, or even
larger than, the average for their respec-
tive region as a whole. These landlocked
countries have successfully overcome the
“tyranny of geography” by developing
strength in economic activities that do not
require access to the sea. Despite being the
most remote LLDC, a long way from ports,
Kazakhstan also receives large amounts of
FDI because of its natural resources. On
the other hand, “man-made” weaknesses in
public policy and the administrative regimes
governing business in general and foreign
investments in particular are considered the
major barriers to investment. That two of
the top 10 African countries in the ranking
by UNCTAD’s FDI Performance Index are
LLDCs (Niger is ranked third and Zambia
seventh visit www.unctad.org/wir for data
on this Index) also suggests that geography
is not an insurmountable obstacle to FDI,
though the geographical disadvantages of
the two countries mentioned are discounted
by the existence of natural resources.

Policy implications. The assumption that
the remedy for the LLDCs’ situation lies in
the development of adequate transportation
infrastructure that would facilitate access to
the main world markets seems to dominate
most discussions on the economic difficul-
ties of LLDCs. Such infrastructure might
indeed be attractive for countries that are
not at a very great distance from the sea and
ports, and whose transit countries support
such initiatives. It may also be appealing
in the case of economies with comparative
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and competitive advantages that justify
such an approach (such as resource-rich
Kazakhstan).

The development of adequate transportation,
however, is by no means the only option,
and not the most appropriate in all cases. A
more promising approach for LLDCs seeking
to become more attractive for FDI might lie
in the creation of competitive advantages in
areas that are not sensitive to transport costs.
The production process today requires an
increasingly growing share of knowledge
and information, while the importance of
geography in production appears to be di-
minishing. This evolution has tremendous
potential for alleviating the disadvantages
of LLDC s, particularly the geographic fac-
tor. A challenge for LLDCs is therefore to
develop, over the long run, a comparative
advantage in industries and activities with
high knowledge and information content.*’
An alternative is to encourage investment
that makes use of local content®® and is not
dependent on imported inputs and materials

— provided local content of sufficient quality
and quantity can be made available.

Another avenue is to promote regional inte-
gration, since selling to the closer regional
markets is easier and less expensive. In this
context, the focus has to shift from LLDCs’
distance from ports to their distance from
markets. From this point of view, some of the
LLDCs are not that disadvantaged in terms
of their geographic location. Paraguay, for
example, is located at the centre of the South-
ern Common Market (MERCOSUR).

Economic integration with neighbouring
countries can make LLDCs more attractive
for FDI in a number of ways. LLDCs could
become attractive offshore production loca-
tions for TNCs to serve large neighbouring
markets, and many LLDCs may also be-
come bases from which to serve their entire
regions, thanks to their central geographic
situation. Regional integration also creates
much larger markets, alleviating another
disadvantage of some LLDCs.
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3. Small island developing States
a. Recent trends

Table A. Distribution of FDI flows among
economies, by range,® 2009

Table B. FDI inflows and outflows, and cross-border

M&As sales and purchases, 2008-2009
(Billions of dollars)

Range Inflows Outflows o Cross-
e $ﬁ coni FDIinflows FDI outflows oo 0979®" porder Maas
it Jamaica Ciein purchases
$500 to $999 Trinidad and Tobago and : i 2008 2009 2008 2009 2008 2009 2008 2009
million Bahamas Small island developing

Papua New Guinea states (SIDS) 76 50 09 02 1.8 00 1.8 04
Barbados, Mauritius, Africa 09 0.7 0.1 0.0 0.1 0.0 0.3 0.2
Seychelles, Fiji, Solomon Latin America and the
$100 105499 ylands, Saint Lucia, Antigua Caribbean 62 34 08 02 25 - 08 00
and _Barbl,!da, saint Kitts and Asia 0.0 0.0 0.0 0.0 0.0 2] = -
peyisiEainincent and the Oceania 04 09 00 00 -07 00 08 02
Grenadines and Cape Verde
$50 to $99 Jamaica and . E
million Grenada Barberios Table C. FDI inward and outward stock, and income on
Dominica, Sao Tomé and Mauritius, Solomon inward and outward FDI, 2008-2009
Principe, Vanuatu, Timor- Islands, Seychelles, (Billions of dollars)
$1 to $49 Leste, Tonga, Maldives, Fiji, S&o Tome and FDIinward FDI outward Income on _ Income on
million Con;:or:j)s, '\tAE:*JrSShtaltl 'Slaf"ds’ N P”'éc'Pe’ qupua Region stock stock inward FDI  outward FDI
ederate ates o ew Guinea, Tonga,
Micronesia, Tuvalu, Kiribati, Trinidad and Tobago Stall isBId developing 200882009 82008 2009820032009 88200882009
Palau and Samoa and Samoa
Bolow $1 N Vanuatu and Cape statgs (SIDS) 53.9 59.5 36 3.8 23 22 05 05
million auru Verde Africa 33 43 0405 03 03 01 0.1
Latin America and the
. 3 - . . Caribbean 43.7 471 2.4 2.6 0.9 0.8 0.4 0.3
a Economies are listed according to the magnitude of their
FD! flows. & ¢ Asia 04 05 00 00 00 00 00 00
Oceania 6.4 7.6 0.7 0.8 1.0 1.0 0.0 0.0
Figure A. FDI inflows, 2000-2009 Figure B. FDI outflows, 2000-2009
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Table D. Cross-border M&As by industry, Table E. Cross-border M&As by region/country,
2008-2009 2008-2009
(Millions of dollars) (Millions of dollars)
Sales Purchases Sales Purchases
Sector/industry 2008 2009 2008 2009 Region/country 2008 2009 2008 2009
Total 1824 31 1803 393 World 1824 31 1803 393
Primary - 758 - 930 - Developed economies 2659 -207 1651 31
Mining, quarrying and petroleum - 758 - 930 - European Union 15 22 14 -10
Manufacturing 15 - 632 - United States 897 -188 - 0

Food, beverages and tobacco - - 14 - Japan - -320 - 28

Publishing and printing - - 1 - Developing economies - 835 237 151 361

Chemicals and chemical products 2 - 16 - Africa -210 -300 - 6

Rubber and plastic products - - -4 - Latin America and the Caribbean - 693 - 207 -

Electrical and electronic equipment 13 - 537 - South America - 900 - - -

Other manufacturing - - 67 - Caribbean 207 - 207 -

Services 2 566 31 241 393 Asia 68 531 - 56 355

Electricity, gas and water 41 - - 6 West Asia - 320 - -

Trade -0 - - - South, East and South-East Asia 68 217 - 56 355

Hotels and restaurants 3 - - - Hong Kong, China 62 - - 322 172

Finance 2 462 25 198 385 India - 5 126 181

Business services 60 - 43 2 Malaysia -3 192 66 -

Health and social services - 5 - - South-East Europe and the CIS - - - -

tics for detailed statistics on FDI and cross-border M&As.
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FDI in the 29 small island developing States
(SIDS)*! is low: their combined FDI stock in
2009 amounted to just $60 billion (table C)
—or 1.2 per cent of the total stock in develop-
ing countries.> The small size of domestic
markets, the limited domestic natural and
human resources, and additional transaction
costs (in particular transport costs) have
hampered the growth of the competitiveness
of those countries as hosts for FDI.

In spite of its small absolute size, FDI repre-
sents a crucial source of investment capital
for SIDS. Indeed, the ratio of inward FDI
stock to GDP in SIDS was 81 per cent in
2009; in some islands (such as Saint Kitts
and Nevis, Saint Lucia, Antigua and Bar-
buda, Saint Vincent and the Grenadines,
Kiribati, Grenada, Vanuatu and Dominica
in that order) it accounts for over 150 per
cent of the GDP.

FDI inflows to SIDS declined by 35 per cent
in 2009, marking the end of four consecutive
years of increase (fig. A). Nevertheless, at
$5.0 billion, inflows were the second largest
ever. The share of inward FDI flows in gross
fixed capital formation declined from 40 per
cent in 2008 to 30 per cent in 2009.

Cross-border M&A sales of SIDS firms
collapsed in 2009, after one single large
acquisition in 2008 (Royal Bank of Canada
acquired Royal Bank of Trinidad and Tobago
for $2.2 billion). Similarly, greenfield invest-
ment fell by 46 per cent. Mining has been
attracting more interest recently. For example,
ExxonMobil (United States) invested $400
million in the oil and gas industry in Papua
New Guinea in 2009.

While the SIDS face economic and geo-
graphic disadvantages in attracting FDI,
there is potential for increased FDI in the
countries. Identifying areas of such poten-
tial is an important task for policymakers
(section b).

Prospects for FDI are mixed. FDI flows to
tax-haven SIDS are expected to fall, while
some large-scale investments related to min-
ing may take place. Because of the small
size of the countries, it is very likely that
FDI fluctuates widely with a single large
FDI transaction.

b. Identifying and exploiting SIDS’
FDI potential

Focusing on key niche
sectors, such as eco-
tourism and business
services, is key if
SIDS are to succeed in
attracting FDI.

The 29 SIDS face
distinct challenges
in attracting and
benefiting from FDI,
due their size, geo-

FDI was unevenly distributed among SIDS
in 2009. While inflows to small Latin
American and Caribbean islands declined
by 45 per cent, those to SIDS in Oceania

doubled, reaching $900 million (table B) due
to investment in the mining sector of Papua
New Guinea. The top three host economies
(Jamaica, Trinidad and Tobago and Bahamas,
in that order (table A)) absorbed nearly half
of the grouping’s total inflows. The amount
of FDI that SIDS attracts also depends on
how much tax-haven economies receive.
Tax-haven SIDS accounted for roughly one
quarter of both FDI inflows and FDI stock of
all SIDS in 2009. However, with tightened
fiscal polices imposed on these economies
(chapter I), FDI to tax-haven SIDS is likely
to fall.

graphical isolation
and vulnerability to
natural disasters. In addition, the success
of some SIDS in attracting FDI based on
their tax and regulatory regimes — in some
cases making them tax havens® — is also
being threatened by pressures toward more
transparency (chapter I). Yet research on
SIDS has been limited thus far,>* leaving a
knowledge gap with respect to the magnitude
and nature of FDI inflows to the group, as
well as in how to address the limitations of
SIDS as FDI destinations.
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FDI performance among SIDS varies widely,
largely depending on whether or not they are
tax havens. Thus, the stock of FDI per capita
varies from $35 in Comoros to $32,600 in
Saint Kitts and Nevis. This variation is also
apparent in absolute terms, as some SIDS
have accumulated a substantial stock of FDI
(Trinidad and Tobago, for instance, with
$16.9 billion) while others, such as Tuvalu
with $34 million, have minuscule stocks.
Such differences suggest that size and geo-
graphic isolation have different implications
in terms of FDI performance.

In spite of these differences in performance,
the distinguishing characteristics common to
SIDS generally limit their ability to attract
and retain FDI:

* A small market size implies that much
economic activity cannot reach the mini-
mum efficient scale of production, result-
ing in high unit costs of production;

* The small size of SIDS also translates
into a high dependence on trade, both
on imports — for the supply of raw ma-
terials and intermediate products — and
on exports — for the sale of the output.
International trade is the primary source
of economic growth in SIDS: the average
share of trade to GDP of the SIDS is 50
per cent, compared with 35 per cent for
developing countries as a group. The reli-
ance on trade, added to the limited room
for economic and export diversification
due to size, exposes SIDS to high risks
of exogenous shocks;

e The remote location of many SIDS entails
high transport costs. In addition, air and
sea transport are the only options for the
movement of goods and people;

» SIDS are highly vulnerable to natural di-
sasters, including the rise of the sea level,
which increases the risk and volatility of
economic activity.

These characteristics carry implications for
various types of FDI:

Market-seeking FDI. Small size severely
limits investment in production destined
for the local market. On the other hand, low
competitive pressures in many industries
can result in relatively high market shares
for foreign or domestic investors, somewhat
mitigating the impact of the small size of the
market. In addition, the population’s high
purchasing power in some SIDS — such as
the Bahamas (with a per capita income of
$21,275 in 2009) and Barbados ($13,244)
— may compensate to some extent for the
small number of inhabitants. This might make
these SIDS attractive niche destinations for
specific industries such as retailing (luxury
goods, typically sold in small quantities).

Efficiency-seeking FDI. This type of in-
vestment requires host countries to offer
advantages such as low-cost production or
specialized expertise, as well as low-cost
trade, as the output of efficiency seeking
investment is mainly sold to other TNC af-
filiates or the parent firm. As a result, SIDS
are unlikely to benefit from the increasing
fragmentation of TNCs production systems
across the globe.

Resource-seeking FDI. This type of invest-
ment is driven by the local availability of
natural resources and low-cost labour. Few
SIDS are endowed with natural resources,
with exceptions such as Papua New Guinea,
where the bulk of FDI is concentrated in the
mining sector (table I1.11).

Strategic asset-seeking FDI. This type of FDI
is driven by access to created assets such
as special skills and technology. SIDS are
for the most part too small to possess such
strategic assets to any significant degree.

Given the limitations outlined above, SIDS
need to focus their efforts with respect to
inward FDI on the few areas in which: (a)
economies of scale are not crucial; (b) natu-
ral resources are not essential; and (c) there
is limited reliance on external trade. Such
considerations largely rule out low-cost,
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labour-intensive manufacturing activities.
But they favour two major sectors: services
and knowledge-based manufacturing activi-
ties. For example, in SIDS that are combat-
ing climate change, efforts to attract FDI in
adaptation are paramount.

SIDS are attractive destinations for FDI
in tourism, including eco-tourism. Some
countries in the group (e.g. Seychelles and
the Maldives) have pursued, in some cases
very successfully, a niche strategy highlight-
ing tourism services with a combination of
quality and exclusivity based on their small
size — an offering not always available in
mass-market package destinations.

In addition, significant advances in informa-
tion technology and e-commerce are making
distance, and hence location, less important
in a variety of services, and also diminish the
constraint of size. These developments open
up significant FDI opportunities for SIDS,
and their implications can be particularly

profound for the more remote and peripheral
States within this group.

Foreign firms’ growing demand for the out-
sourcing of skilled and semi-skilled activi-
ties the output of which can be transmitted
electronically (for example, back office
activities) offers promising potential for
SIDS, especially those with a skilled labour
force. The success of Mauritius in attracting
information technology investment, based
on a declared policy of turning Mauritius
into a “cyber island”, is an example of the
potential that exists in this area. In general,
however, such investment — recorded under
“business services” — has been relatively
small (table I1.11).

For SIDS to succeed in attracting FDI
into services and knowledge-based areas,
adequate information and communication
technology infrastructure — an area where
at present many SIDS are lagging behind —
needs to be developed, in some cases with

Table 11.11. Sectoral distribution of inward FDI flows to selected SIDS,
latest available three-year period
(Percentage share in total)

Papua New Trinidad and

Sector/industry Fiji Jamaica® Mauritius® Guinea® Tobago! Vanuatu?

Primary 2.3 19.7 1.7 83.9 85.2 2.5
Agriculture, hunting, forestry and fishing 2.3 1.7 9.3 - 2.5
Mining, quarrying and petroleum - 19.7 - 74.6 85.2 -

Manufacturing 46.4 5.7 2.0 8.8 2.0 4.1
Food, beverages and tobacco 2.2 - - 0.8 -
Textiles, clothing and leather 27.3 - - - -
Wood and wood products 4.2 - - - -
Non-metallic mineral products 11.4 - - - -

Services 51.3 33.2 96.3 4.4 6.2 90.5
Trade - 1.1 0.9 0.3 26.3
Hotels and restaurants - 18.2 41.5 0.2 - 1.5
:
Finance - 40.5 3.1 - 3.2
Business activities - 15.1 11.5 - - 20.6

Memorandum

Total ($ million) 13.8 1061.8 332.3 1627.7 884 .1 9.8

Source:
a2  Average 2000-2002.
b Average 2006-2008.
¢ Inward FDI stock in 2008.
4 Average 2005-2007.
Note:

UNCTAD, FDI/TNC database (www.unctad.org/fdistatistics).

Totals do not add up to 100 because of inclusion of unspecified activities.
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TNC participation. Such infrastructure de-
velopment would also benefit key sectors
in many SIDS economies, such as financial
services and tourism.

The accumulation of high-quality human
capital is also a critical source of comparative
advantage for SIDS, and should be treated
as such by policymakers. Investment in edu-
cation, training and learning-by-doing has
significant long-run effects on productivity
and growth. It also improves the absorptive
capacity of an economy with respect to tech-
nology, which is of particular relevance in
small States such as SIDS, given their lack
of domestic research and development and
innovation.

The analysis of FDI flows and stocks in Africa is
severely limited by data availability and quality,
particularly those from developing and transition
economies.

Several mining exploration and exploitation activi-
ties were suspended or scaled back in countries
such as the Democratic Republic of the Congo
and Mozambique.

The share of Latin America and the Caribbean
might be underestimated as neither Angola nor
Mozambique — two countries where Brazilian
investors have a significant presence — are among
the reporting countries for data shown in table
I1.2.

The deal does not include Zain’s operation in
Sudan and Morocco.

> West Asia’s cross-border M&A purchases in Af-
rica reached $8 billion in 2005-2009, with Egypt
accounting for almost 50 per cent.

For example, ArcelorMittal pushed back two
steel projects in India, which affected FDI
inflows to the country in 2009 (Source: Peter
Marsh, “Mittal reviews $35bn growth plans”,
Financial Times, 23 October 2008).

In the coastal region in China, for instance,
a large number of foreign-invested small and
medium-sized enterprises undertook divestment
during the peak of the crisis (Source: Xinhua
News Agency, Economic Information Daily,
http://jjckb.xinhuanet.com/zhuanti/2008122301.
htm).

FDI flows from developed countries in general
and the United States and the United Kingdom

(which were at the epicentre of the global finan-
cial crisis) in particular declined significantly
in 2009. In China, for instance, inflows to
non-financial sectors dropped slightly by 3 per
cent, but those from the United States and the
United Kingdom decreased by 13 per cent and
26 per cent respectively (Source: MOFCOM,
China).

For example, Geely Automobile (China) acquired
Volvo Cars (Sweden) for $1.8 billion in March
2010.

For instance, Temasek Holdings (Singapore)
sold its stake in Bank of America in the first
half of 2009, while CIC (China) acquired three
mineral assets in October alone (Source: various
newspaper accounts). The shift from financial
services was perhaps due to the lessons learnt
from their money-losing investments in foreign
banks. For instance, GIC (Singapore) had lost
$5 billion by March 2010 due to its investment
in UBS in 2008 (Source: Kevin Brown, “GIC
incurs SFr 5.5bn paper loss on UBS”, Financial
Times, 4 March 2010).

Successful examples include the Sinopec-
Addax deal, the CNPC/BP-Rumaila bid and
the Minmetals-Oz acquisition; while cases
of failure include, for instance, the second
Chinalco-Rio Tinto deal. A number of deals
targeting mineral resources in Australia were
cancelled due to restrictive actions in invest-
ment policy implementation.

This has been confirmed by results of a survey
undertaken by CCPIT (China Council for the
Promotion of International Trade) in collaboration
with UNCTAD and the European Commission
(CCPIT, 2010).

A number of enabling mechanisms for sequential
upgrading have been identified (see e.g. Ozawa,
2009 for an overview), including market factors,
institutional factors, and a specific regional feature
of effective learning from neighbours as a result
of geographic proximity and cultural affinity
(Liang, 2004).

Flows from ASEAN member countries to China
remained at a high level during 2000-2006 and
rose considerably during 2007-2008. At the same
time, starting from a low base, Chinese FDI in
ASEAN has boomed in recent years.

Bilateral trade between China and ASEAN more
than doubled in four years after 2004, reaching
$231 billion in 2008. In the first quarter of 2010,
bilateral trade between China and ASEAN rose
by 61 per cent.

The signing of the China-ASEAN Investment
Agreement in August 2009, together with the
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already-signed agreements on trade in goods and
services, completed the negotiation process of
CAFTA, effective as of 1 January 2010. It can be
expected to further promote two-way FDI flows
between China on the one hand and ASEAN
member States on the other. (Source: Xinhua
News Agency, Economic Information Daily, http://
www.jjckb.cn/wzyw/2010-01/04/content_200697.
htm.)

Source: James Lamont, “Huawei in $500m India
outlay”, Financial Times, 10 January 2010.
TNC participation in infrastructure (including
electricity, telecommunications and transport) has
surged in the region. From the recipient perspec-
tive, FDI has become a key source of financing
for telecommunications in some countries in the
region (WIR0S).

For instance, in the area of trade, the so-called
“triangular trade” (that among the United States,
China and other East Asian economies) through
China has acted as a primary growth engine for
the region (Kuroiwa et al., 2009).

For a number of economies in East and South-
East Asia, the problem is one of over-reliance on
exports to developed-country markets, as well as
insufficient domestic consumption. The global
imbalance is exemplified by the current trade
relationship between China and the United States.
A similar situation existed between Japan and the
United States in the 1980s, and led to significant
FDI flows from the former to the latter by the end
of 1990s.

The crisis relates to Dubai World, which is a
holding company owned by the Government of
Dubai. The group has a central role in the direc-
tion of Dubai’s economy. It manages some 90
entities that expand beyond its home country and
region. In November 2009, Dubai World asked
to delay for six months payment on $26 billion
of debt, which shook the confidence of investors
holding the Government’s debt, and caused the
downgrading of the credit ratings for several
government-related entities in Dubai.

French GDF Suez acquired the natural gas distri-
bution company Izmit Gaz Dagitim for $600 mil-
lion, and Czech power company CEZ purchased
the electricity distribution company Sakarya
Elektrik Dagitim for $408 million.

“Qatar and its emir: he’ll do it his way”, The
Economist, 27 May 2010.

These are Brazil, Chile and Mexico that together
attracted 44 per cent of total FDI inflows to the
region in 2009.

In the case of the Chilean retail sector, however,
outward FDI increased in the last few years
without State intervention. Strong pro-market
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institutions in Chile helped in the process of in-
ternationalization of this highly competitive and
unregulated sector (Finchelstein, 2009).

This is the case for instance with companies like
Argentina’s Techint and Arcor; Brazil’s Petrobras,
Vale (CVRD), Embraer, Gerdau, Votorantim, and
Camargo Correa; and Mexico’s Cemex, FEMSA,
Alfa, Gruma, Bimbo and Mexichem.
Finchelstein, 2009; Lima and de Barros, 2009;
“Brazil and investment”, The Economist, 12 No-
vember 2009; and “Credit: BNDES to support
internationalization of Brazilian businesses”,
Investimentos e Noticias, 17 February 2010.
The Bank for International Settlements estimat-
ed that Brazilian companies lost $25 billion in
these transactions, whereas Mexican companies
lost $4 billion (The Boston Consulting Group,
2009).

FDI flows from Cyprus, a major home for round-
tripping FDI, decreased from $20 billion (or 27
per cent of the total) in 2008 to $5.7 billion in
2009.

Banking supervision reports (Croatia National
Bank and National Bank of Serbia).

Banking supervision reports (Central Bank of
Albania, National Bank of the former Yugoslav
Republic of Macedonia and National Bank of
Serbia).

The results of a cross-sectional econometric
estimation of cross-border lending flows in the
last quarter of 2008 indicated that foreign bank
ownership was a highly significant predictor
of smaller net outflows (a 10 percentage point
increase in foreign ownership of banks reduced
the net outflow of cross-border loans by 1.4 per-
centage points) (EBRD, 2009).

“Hypo will Aufschub fiir Sanierungsplan”, Wirt-
schaftsblatt, 11 March 2010 (www.wirtschafts-
blatt.at/archiv/411940/index.do).

In the face of the financial crisis, international
institutions (including the EBRD, the IMF and the
European Commission) initiated a process aimed
at addressing the systemic risk in selected coun-
tries of the region. The initiative took the form of
financial support (of €52 billion) to parent banks
recapitalizing subsidiaries when necessary while
broadly maintaining exposure to countries.

This suggestion is also confirmed by the findings
of the latest EBRD report (EBRD, 2009).
Including, among others, the following: Sinopec
(China) through its Mirror Lake Oil & Gas Co
Ltd. bought the Swiss Addax Petroleum Corp.
for $7.2 billion; International Petroleum Invest-
ment Co. (United Arab Emirates) acquired a
37.5 per cent stake of Cia Espaiiola de Petroleos
(Spain) for $4.4 billion; and Korea National Oil
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Corp (KNOC) bought (100 per cent) of Harvest
Energy Trust (Canada) for $3.9 billion.

The strong decline of German outward FDI, for
instance, was mainly caused by the recalls of loans
made by German TNCs to their foreign affiliates
abroad.

The Greek Government, for example announced
long-delayed plans to privatize state-owned com-
panies as part of its attempt to fix the country’s
public finances and chip away at the massive
public debt. “Greece Lays Out Plans to Privatize”.
Wall Street Journal, 3 June 2010.

Nestlé, the Swiss multinational specialized in food
products and beverages, employs 97 per cent of
its workforce abroad (Source: company annual
report).

Afghanistan, Angola, Bangladesh, Benin, Bhutan,
Burkina Faso, Burundi, Cambodia, Central African
Republic, Chad, Comoros, the Democratic Re-
public of the Congo, Djibouti, Equatorial Guinea,
Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau,
Haiti, Kiribati, Lao People’s Democratic Republic,
Lesotho, Liberia, Madagascar, Malawi, Maldives,
Mali, Mauritania, Mozambique, Myanmar, Nepal,
Niger, Rwanda, Samoa, Sao Tome and Principe,
Senegal, Sierra Leone, the Solomon Islands,
Somalia, Sudan, Timor-Leste, Togo, Tuvalu,
Uganda, United Republic of Tanzania, Vanuatu,
Yemen and Zambia.

FDI flows accounted for 24 per cent of gross
fixed capital formation in LDCs in 2009 com-
pared with only 9 per cent during the 1990s.
According to Herfindahl-Hirschman index, the
concentration index rose from 0.17 in 2000 to
0.36 in 2009 for LDCs, 0.27 to 0.45 for LLDCs,
and declined from 0.26 to 0.17 for SIDS.

Other considerations, such as donor strategic,
economic and political self-interest, also influ-
ence ODA distribution (Nunnenkamp et al.,
2004). Thus, aid allocation has been found to be
related not only to recipient need and effective
use, but also to the objective of reinforcing politi-
cal linkages and trade relationships (Berthelemy,
2004).

The countries of this group include: Afghanistan,
Armenia, Azerbaijan, Bhutan, the Plurinational
State of Bolivia, Botswana, Burkina Faso, Bu-
rundi, Central African Republic, Chad, Ethiopia,
Kazakhstan, Kyrgyzstan, Lao People’s Democratic
Republic, Lesotho, the former Yugoslav Republic
of Macedonia, Malawi, Mali, Republic of Mol-
dova, Mongolia, Nepal, Niger, Paraguay, Rwanda,
Swaziland, Tajikistan, Turkmenistan, Uganda,
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Uzbekistan, Zambia and Zimbabwe. Sixteen of
the 31 LLDCs are classified as LDCs.

Itissalat Al Maghrib (Morocco), an affiliate of
Vivendi SA (France), acquired a 51 per cent stake
in the Office National des Télécommunications
(Burundi) for $289 million in 2006 as well as
Sotelma (Mali) for $334 million in 2009.

The largest deal in 2009 was the acquisition
by CNPC (China) of a 50 per cent stake of
Mangistaumunaigaz (Kazakhstan) for $1.4
billion, adding to China’s involvement in the
Kazakh oil and gas industry.

Landlocked Developing Countries website of the
United Nations (www.un.org/special-rep/ohrlls/
l1dc/default.htm).

Although not all of these countries are landlocked
in a strict sense, as some of them have access to
the sea through the Danube River.

An example can be found in the development of
the telecommunications sector in which govern-
ments played an important role, along with TNCs
(e.g. in Rwanda), or without TNCs (Uzbekistan)
(UNCTAD, 2003).

For example SABMiller makes beer out of
sorghum in some African countries such as
Uganda.

The countries of this group include: Antigua and
Barbuda, Bahamas, Barbados, Cape Verde, Co-
moros, Dominica, Fiji, Grenada, Jamaica, Kiribati,
Maldives, Marshall Islands, Mauritius, Federated
States of Micronesia, Nauru, Palau, Papua New
Guinea, Saint Kitts and Nevis, Saint Lucia, Saint
Vincent and the Grenadines, Samoa, Sao Tome
and Principe, Seychelles, Solomon Islands, Timor-
Leste, Tonga, Trinidad and Tobago, Tuvalu and
Vanuatu.

A number of SIDS do not collect and publish FDI
data. Data are thus estimated from major invest-
ing countries that publish data on outward FDI
to these economies.

Out of 29 economies, 14 are tax-haven econo-
mies. These are: Antigua and Barbuda, Barbados,
Dominica, Grenada, Maldives, Marshall Islands,
Nauru, Samoa, Seychelles, Saint Kitts and Nevis,
Saint Lucia, Saint Vincent and the Grenadines,
Tonga and Vanuatu.

For a recent report on these economies, see, for
example, United Nations Commission on Sus-
tainable Development. “Review of progress in
the implementation of the Programme of Action
for the Sustainable Development of Small Island
Developing States”. E/CN.17/2004/8. 11 March
2004.




Current investment policies at the national and international levels are being shaped
by a number of important developments, which are likely to also define future policy
directions:

There are simultaneous moves to (i) further liberalize investment regimes and pro-
mote foreign investment in response to intensified competition for foreign direct
investment (FDI) on the one hand, and (ii) regulate and harness FDI in pursuit of
broader policy objectives on the other. This dichotomy in investment policy trends
contrasts with the clearer trends of the 1950s-1980s (that focused on regulation)
and the 1990s—early 2000 (that focused on liberalization);

At the national level, there is an increasing emphasis on the rights of the State
and the obligations of the investors, including through new entry and operational
measures. Economic stimulus packages and State aids have impacted on foreign
investment, while instances of investment protectionism have so far not been ob-
served.

Rebalancing is also emerging within the rapidly growing multifaceted and multilay-
ered network of international investment agreements (llAs). In addition, the systemic
evolution of the IIA regime in content and structure points towards achieving greater
coherence.

Other international investment initiatives — including those addressing broader eco-
nomic, social and environmental issues — also point towards a greater emphasis
on the role of regulation.

Overall, a pendulum swing towards a more balanced approach to the rights and obli-
gations between investors and the State can be observed.
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A. National policy developments

In 2009, a total of 102 policy measures af-
fecting foreign investment were identified
by UNCTAD. Of these measures, a little less
than 70 per cent supported the liberalization
and promotion of foreign investment. The
share of more regulatory/restrictive mea-
sures observed in 2009 accounted for a little
more than 30 per cent, which is the highest
since 1992 (fig. III.1 and table III.1). Such
measures range from tighter implementation
of entry requirements to more stringent ap-
plication of national regulations, expropria-
tion measures and nationalizations as part of
bail-outs and economic stimulus packages,
and also include regulatory measures aimed
at pursuing legitimate policy objectives.

Figure lll.1. National regulatory changes, 1992-2009
(Per cent)
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Source: UNCTAD database on national laws and
regulations.

Most countries have
continued to liberalize
and facilitate FDI,
confirming that the
global economic and
financial turmoil has
so far not resulted in
heightened investment
protectionism.

A total of 71 measures
were taken to liberalize
and facilitate foreign
investment during the
review period (table
III.1). Most active were
countries in Africa and
Asia. Relatively few
new liberalization
steps were taken in

developed countries, reflecting the fact that
these countries are already highly open to
foreign investors.

Liberalization measures extended to many
industries and a broad range of issues (box
II1.1). Policies included, inter alia, the
opening up of previously closed sectors,
the liberalization of land acquisition, the
dismantling of monopolies and the privati-
zation of state-owned companies.

In addition to continuous liberalization ef-
forts, numerous countries also took steps
to further promote and facilitate foreign in-
vestment (box II1.2). Typical examples have
been sector-specific policies and regulations,
such as fiscal and financial incentives to
encourage foreign investment in particular
industries or regions, including special eco-
nomic zones. Facilitation measures involved
easing screening requirements, streamlining
approval procedures, enhancing cooperation
among national investment authorities in
approval procedures or accelerating licens-
ing processes for investment projects. Some
of the measures also sought to promote
outward FDI by simplifying approval and
administrative procedures applicable to
these investments, or granting preferential
tax treatment.

To improve the business climate and attract
investment, numerous countries also lowered
the corporate tax rate. Such measures
were taken in all regions, but particularly
in developed countries and developing
economies in Africa and Asia. On the other
hand, numerous countries — particularly in
the developed world — are confronted with
very high and further mounting budget
deficits as a result of State aid and stimulus
packages. These countries could therefore
start reversing the trend towards lower
corporate tax rates observed over the past
decade, in particular in light of global efforts




Recent Policy Developments

Table Ill.1. National regulatory changes, 1992 —2009

Item 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Number of countries that

introduced ohanges 43 56 49 63 66 76 60 65 70 71 72 82 103 92 91 58 54 50

';'r:‘;:‘]gzrso”egu'atory 77 100 110 112 114 150 145 139 150 207 246 242 270 203 177 98 106 102
Liberalization/promotion 77 99 108 106 98 134 136 130 147 193 234 218 234 162 142 74 83 71
Regulations/restrictions - 1 2 6 16 16 9 9 3 14 12 24 36 41 35 24 23 31

Source: UNCTAD database on national laws and regulations.
2 Compared with reporting on these numbers in previous WIRs, the wording in the table has changed from “more
favourable” to “liberalization/promotion” and from “less favourable” to “regulations/restrictions”.

towards fiscal consolidation (G20 Summit in
Toronto); and potential investors might not
consider current rates as sustainable.

crisis. Governments did not revert to open
investment protectionism, as was feared.
On the other hand, instances of trade pro-

tectionism have been frequent, which could
hurt FDI flows indirectly. In addition, some
countries have set up or reinforced regula-
tory mechanisms for screening FDI that, in
practice, could become protectionist tools.
There are also concerns that the expected
termination of State aid packages may lead
to less favourable investment conditions
(section A.3).

Investment liberalization and promotion ef-
forts have spread across different regions.
One prominent example for this ongoing
trend is the case of the Asia-Pacific Economic
Cooperation (APEC) (box III.3).

The trend towards further investment lib-
eralization, facilitation and promotion is
remarkable in light of the ongoing financial

Box IIl.1. Examples of investment liberalization measures in 2009/2010

Australia removed the 25 per cent limit on individual foreign investors in Qantas and a 35 per
cent cap for total foreign airline holdings. The overall cap of 49 per cent on foreign ownership
was maintained.?

Brazil raised the limit of foreign participation in the capital of Banco do Brasil, a state-owned
bank, from 12.5 per cent to 20 per cent.®

Malaysia increased, inter alia, the foreign shareholding threshold from 49 per cent to 70 per cent
for insurance companies and investment banks, allowed full foreign ownership in the wholesale
segment of fund management, and deregulated the purchase of real estate by foreigners.©

Qatar liberalized foreign investment in a number of sectors, including consultancy services,

information technology, services related to sports, culture and entertainment, and distribution
fac d

services.

The Syrian Arab Republic now allows foreign majority ownership in the banking sector of up
to 60 per cent, subject to certain conditions.®

Indonesia abolished the monopoly of the state electricity company on the supply and distribution
of electricity — paving the way for private domestic and foreign investment.f

Source: UNCTAD.

National Aviation Policy-White Paper”. Commonwealth of Australia, December 2009.
President Decree of 16 September 2009.

Economic Planning Unit and Malaysian Industrial Development Authority.

Law No 1 of 2010.

Law No 3 of 2010.

Law concerning electricity No. 30-2009.
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Box I11.2. Examples of investment promotion measures in 2009/2010

Costa Rica reformed its free trade zone regime, which aims at bringing more transparency,
higher levels of FDI and promoting linkages with local companies. The reform also allows the
country to comply with WTO commitments.?

China’s State Council released opinions encouraging FDI, and indicating that the threshold of
foreign-invested projects in the encouraged or permitted categories that triggers central level
approval will be raised to $300 million, up from $100 million. The implementing regulation
encourages, among others, foreign investment in high-tech industries, new energy, energy-saving
and environmental protection industries.”

India introduced a “Consolidated FDI Policy” circular, which combines in one document all the
prior policies/regulations on FDI in an effort to make FDI policies more transparent, predict-
able, simpler and clearer.®

The Libyan Arab Jamahiriya adopted an investment promotion law which encourages national
and foreign investment projects in accordance with national development strategies.?

The Russian Federation amended its Law on Special Economic Zones to (i) reduce the minimum
investment threshold, (ii) widen the list of permitted business activities, and (iii) simplify land
acquisition and administration procedures.®

Rwanda improved its laws on company formation, organization, registration and operations,
and simplified its business start-up procedures.’

Source: UNCTAD.

Ministry of Foreign Trade of Costa Rica.

Invest in China, Circular No. 914 of 2010.
Ministry of Commerce and Industry, 1 April 2010.
Law No. 9 of 2010.

Federal Law 340-FZ of 25 December 2009.
Rwanda Invest.
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priations occurred in a few Latin American
countries, affecting industries such as bank-
ing and electricity. Less severe measures
affecting the operation of foreign investors
included the introduction of local-content
and other performance requirements (box
II1.5). In addition, numerous States increased
their shares in companies as part of financial
bailout measures, sometimes leading to the
nationalization of the companies in question
(section A.3).

Increased investment The regulatory framework
regulation, for foreign investment tight-
including new entry  ened in numerous countries
and operational and across several regions
measures, stricter during the review period,
application of either through new measures
existing rules,. a'fd concerning entry and opera-
some ex'proprlatpns tions, the stricter application
and nationalizations, existing rules and regula-
have also been . o

tions, or expropriation and

observed. nationalization. A number of reasons may explain the move

towards stronger State intervention in the

Regarding FDI entry, new limitations on
foreign participation were introduced in some
industries, or the approval and screening
procedures for inward FDI were tightened,
sometimes on national security grounds
(box II1.4).

Greater State intervention in the economy
was most obvious in expropriations, some
of which affected foreign investors. Expro-

economy. First, the protection of strategic
industries and national security interests has
gained momentum in recent years. Second,
concerns over the crowding out of domestic
companies by foreign ones, the perception
that foreign investment failed to generate
sufficient links with the domestic economy or
the wish to achieve a “fairer” redistribution
of wealth may have further accentuated this
development. Third, the financial and other
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Box I1l.3. FDI policy reform in thirteen APEC economies?

Fifteen years after the adoption of the Bogor Declaration, 13 APEC economies selected for an
UNCTAD study have achieved considerable progress in reforming their investment regimes.
They have greatly liberalized investment rules, set up transparent and conducive investment
regimes and have been actively engaged in investment promotion and facilitation. However,
all economies still maintain — to various degrees — sectoral investment restrictions, and some
countries continue to apply a general screening system for FDI.

This progress has been achieved largely through the reviewed countries’ unilateral efforts. In
addition, international commitments laid down in numerous IIAs — particularly trade agree-
ments that these economies have concluded among themselves and with other countries over
the years — helped consolidate progress made at the national level. This created an open, stable
and predictable investment climate in the region, and thereby contributed to achieving the Bogor
Goals. The peer pressure generated through the APEC process at various levels over the past
decade and a half has also played a role in maintaining the momentum towards a more open
investment climate.

Driven by their shared commitment towards the Bogor Goals, the thirteen APEC economies that
have gone for review have emerged as engines of global economic growth. Indeed, FDI inflows
to these economies almost quadrupled between 1996 and 2008, accounting for almost three
quarters of APEC’s total and 32 per cent of global inward FDI in 2008. These 13 economies’
outward investment nearly quadrupled during the same period and dominated FDI outflows from
the APEC region, accounting for 85 per cent of the total in 2008. Their shares of FDI inflows
and stocks in global and APEC totals have declined over the last 15 years, however, together
with APEC’s relative weight in their FDI.
Source: UNCTAD, 2010f.
? This is based on the study conducted for the Government of Japan, the APEC Chair of 2010, on the
assessment of 13 economies towards the achievement of the Bogor Goals. These 13 selected APEC

members are Australia, Canada, Chile, Hong Kong (China), Japan, the Republic of Korea, Malaysia,
Mexico, New Zealand, Peru, Singapore, Taiwan Province of China and the United States.

crises (such as the food crisis) have translated
into a desire to regulate specific industries
more strictly (section A.3). Fourth, after
a period of unrestricted growth, emerging
economies are giving more weight to envi-
ronmental and social protection. Likewise,
least developed countries are filling gaps in
their regulatory framework.

sures intended to help improve economic
conditions in host countries, which in turn
can improve the investment climate and af-
fect the economic determinants of foreign
investments. Some countries’ rescue packages
also involved the temporary nationalization
of distressed domestic companies, in full
or in part.

The lion’s share of these measures concerned
the financial and automotive industries and
was adopted by the Group of 20 (G20) coun-
tries, which pledged to keep them in place
until the global economy is on a safe path
to recovery.! Other industries that received
State aid include agriculture, shipbuilding
and “green” products. In line with their
respective implementation schedules, most
measures were maintained, while some have
been closed to new entrants. Some schemes
were extended and some new schemes were
adopted in non-financial sectors. In general,

Managing the impact
of crisis-response
measures on investment
flows, including public
exits from bailed-out
firms, constitutes a
great challenge for
governments.

The great majority of
new policy measures
potentially affecting
FDI during the review
period relate to the
financial crisis. They
include firm-specific,
sector-specific and
cross-sectoral mea-
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Box I1l.4. Examples of new entry regulations for foreign investors in 2009/2010

Algeria adopted new rules for foreign investments, including a 49 per cent equity share limit
for the production of goods and services for the domestic market.?

Australia announced a tightening of the foreign investment rules relating to residential real
estate.”

Canada amended the Investment Canada Act, authorizing the government to review investments
that impair or threaten to impair national security.®

Germany amended its legislation to be able to exceptionally prohibit investments by investors
from outside the EU and the European Free Trade Association that threaten to impair public
security or public order.¢

India banned FDI in the manufacture of cigars, cheroots, cigarillos and cigarettes, of tobacco
or of tobacco substitutes.®

Source: UNCTAD.

Loi de finance complémentaire No. 09-01 of 22 July 2009.

Foreign Acquisitions and Takeovers Amendment Regulations, 24 April 2010.

Investment Canada Act registered on 17 September 2009.

Amendment to the Foreign Trade and Payments Act, April 2009.

Ministry of Commerce & Industry, Press Note No. 2 (2010 Series) and No. 3 (2009 Series).

o o 6o o ®»

both domestic and foreign investors have
been eligible for State aid and no significant
signs of investment protectionism have been
observed. There continues, however, to be
a risk of “hidden” investment protection-
ism in the implementation of economic
stimulus programmes and rescue measures
(UNCTAD, 2010e).

As a result of these sizable interventions,
State control over distressed industries — in
particular the financial services industry —
continues to be high. For instance, the total
amount of public commitments of the G20
countries — equity, loans and guarantees —
on 20 May 2010 exceeded $1 trillion. In the
financial sector, only about a tenth of the
financial firms that had benefited from such

Box I11.5. Examples of new regulatory measures affecting established foreign investors in 2009/2010

Further strengthening its control in strategic industries, the Government of the Plurinational
State of Bolivia nationalized several electricity generation companies.?

The Bolivarian Republic of Venezuela took control over several domestic and one foreign con-
trolled bank.®

Indonesia issued a regulation specifying the scope of the obligation of foreign investors to divest
mining concessions. It requires that within five years of commencement of production, 20 per
cent of the foreign capital must be sold to local parties.©

In Kazakhstan, a modified law provides for the inclusion of obligations on Kazakh content into
the terms of subsoil use contracts and concession contracts. To be considered a Kazakh service
provider, an entity now has to employ no less than 95 per cent of Kazakh nationals.¢

Nigeria adopted an act which provides for the development of Nigerian content in the Ni-
gerian oil and gas industry.®

Source: UNCTAD.

Supreme Decrees 0493 and 0494 adopted on 1 May 2010.

Government of the Bolivarian Republic of Venezuela, press release on 22 May 2009.
Law concerning mineral and coal mining No. 4 of 2009 and Regulation No. 23 of 2010.
Law No. 223-IV of 29 December 2009.

Oil and Gas Industry Content Development Bill, 2010.

o o o o ®
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support had reimbursed loans, repurchased
equity or relinquished public guarantees at
that time. Several hundred financial firms
thus continued to benefit from public support,
and in non-financial sectors, at least 20,000
individual firms continued to benefit from
emergency support programmes (UNCTAD
and OECD, 2010).

Allegations have been made that the State
control over these companies has affected
their investment behaviour, in particular with
regard to their investments abroad. A non-
transparent application of State aids leaves
ample room for discriminatory interventions
in companies’ economic decision-making
— both from the point of view of curtailing
new investment plans or dealing with ongo-
ing foreign operations and their role on a
company’s value chains.

At the Pittsburgh Summit in September
2009, the G20 countries agreed to continue
developing cooperative and coordinated
exit strategies, recognizing that the scale,
timing and sequencing of this process will
vary across countries and regions, as well as
across types of policy measure.> The latter
was confirmed at the Toronto Summit of June
2010 (G20, 2010a). Nonetheless, concerns

have been raised that the future exit of pub-
lic funds from rescued firms could not only
provide opportunities for foreign investors,
but also lead to heightened economic nation-
alism and investment protectionism. These
worries have to do with the fact that the
expected “de-nationalization” often relates
to industries that host country governments
may consider as being strategically important
(in particular financial services, but also, for
some countries, other industries such as car
manufacturing), and therefore wish to keep
in domestic hands.

Managing the investment impacts of emer-
gency measures taken in response to the
crisis still constitutes a great challenge for
governments. This is a particular concern
for developing countries whose industries
might be negatively affected by unfair com-
petition resulting from State aid, and who do
not have the financial means to offer com-
parable aid to their companies. Developed
countries should therefore ensure that such
programmes are wound down at an appropri-
ate pace without unduly affecting economic
recovery and that the crisis is not used as a
pretext to discriminate directly or indirectly
against certain investors, including foreign
investors (UNCTAD and OECD, 2010).

B. The international investment regime

agreements, including 2,750 BITs, 2,894
DTTs and 295 other IIAs (fig. 111.2).* The

The IIA regime is
rapidly evolving
through both the
conclusion of new
treaties and an
increasing number
of arbitrations.

During the economic and
financial crisis, countries
have continued to negoti-
ate I[As as part of their ef-
forts to attract and benefit
from FDI.? In 2009, 211
new IIAs were concluded
(82 bilateral investment
treaties (BITs), 109 double taxation treaties
(DTTs) and 20 I1As other than BITs or DTTs)
— on average about four new agreements per
week. As a result, the ITA universe at the
end of 2009 consisted of a total of 5,939

trend of rapid treaty making continued in
2010, with the first five months seeing the
conclusion of 46 new IIAs (six BITs, 33
DTTs and seven other I1As).

As a result, Germany and United Kingdom
are now parties to 292 IIAs each (annex
3), followed by France (275 I1As), the
Netherlands (252), Belgium (243), Italy (236),
Switzerland (231) and China (230). Germany
and China have concluded the most BITs,
with 135 and 125 treaties respectively; the
United Kingdom and France are signatories
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Figure 111.2. Trends of BITs, DTTs and other llAs,
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to the most DTTs, with 124 and 109 treaties
respectively. Members of the EU are parties
to most of the other I1As.

Nineteen of the 82 BITs signed in 2009 were
BITs between developing countries, and so
were four of the DTTs and eight of the other
ITAs — contributing to a further strengthening
of the South-South ITA dimension.

Numerous newly concluded BITs follow the
post-establishment protection model (includ-
ing investor—state dispute settlement (ISDS)),
with a few also including pre-establishment
rights (such as the Canada-Jordan (2009) and
Canada-Romania (2009) treaties).” Worth
noting are certain innovative features aimed
at rebalancing the agreements between the
rights and obligations of investors and host
countries, as well as between economic and
other public policy objectives, such as the
protection of the environment. Some of this
occurs in the context of an increasing cross-
fertilization between trade and investment
negotiations (such as the inclusion of General
Agreement on Tariffs and Trade-type general
exceptions, prudential carve-outs relating to
financial services or specific references to
countries’ right to regulate).

With regard to DTTs, the intense treaty-
making activity in 2009 is partly due to the
G20’s efforts to eliminate international tax
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havens (chapter I). Hence 92 of the
109 new DTTs involve at least one
country listed by the Organisation for

77000 Economic Co-operation and Develop-
1 6000 ment (OECD) as having “substantially

implemented the internationally agreed
tax standards”. Four further DTTs
involve countries (Cook Islands (one
DTT) and Brunei Darussalam (three

umulative number of IlIAs

/) 12 3 DTTs)) that are included in the OECD
1 1000 list as having committed to the inter-

0 nationally agreed tax standards, but
not substantially implemented them
yet.S

With respect to non-BIT or DTT
agreements, [IAs concluded in 2009 are of
three different types. The first type consists
of agreements with substantive investment
chapters (frequently similar to obligations
commonly found in BITs) that usually pro-
vide for national treatment, most favoured
nation (MFN) treatment, fair and equitable
treatment (FET), protection in case of ex-
propriation, transfer of funds and ISDS.
There appears to be no fundamental dif-
ference between the content of traditional
BITs and that of investment chapters in these
broader economic cooperation agreements.
The latter tend to include more innovative
language, however, which could be a result
of the cross-fertilization between trade and
investment negotiations. An example is the
Association of Southeast Asian Nations
(ASEAN) Comprehensive Investment Agree-
ment (ACIA). The second type consists of
agreements with limited investment-related
provisions, and usually focuses on granting
market access to foreign investors more than
on the protection of investments once they
are made (such as the Albania-European
Free Trade Association free trade agree-
ment (FTA)). The third type only deals with
investment cooperation, usually providing
for the creation of a consultative commit-
tee or a similar institutional arrangement to
pursue common initiatives to encourage an
open and transparent investment climate.
Some agreements also commit the parties
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to enter into future negotiations, such as the
Angola-United States Trade and Investment
Cooperation Agreement.

Major recent developments relating to I1As
occurred in the EU, where the Lisbon Treaty
transferred competences for FDI from the
member States to the EU (box IIL.6). In addi-
tion, the European Court of Justice rendered
three decisions, finding that certain BITs of
EU members (Austria, Finland and Sweden)
violated the European Community Treaty.
Another notable development involves Chile,
which signed an accession agreement with
the OECD on 11 January 2010.”

In parallel to the expanding IIA regime, the
number of ISDS cases continued to increase.
At least 32 new treaty-based ISDS cases
were initiated in 2009, bringing the total of
known cases ever filed to 357 by the end of
the year (fig. I11.3).® The cases were brought
to different forums, with the International
Centre for Settlement of Investment Disputes
(ICSID) (including its Additional Facility)’
remaining the most frequent (with 225 cases
by the end of 2009). The number of countries
that have been involved in investment treaty
arbitrations grew to 81. By now, 49 develop-
ing countries, 17 developed countries and
15 economies in transition have been on the
defending/host country side of ISDS cases.
The overwhelming majority of these claims
were initiated by investors from developed
countries.!” An increasing number of arbitral
tribunals had to address challenges related
to their jurisdiction and issues related to the
selection of arbitrators.

Altogether, 44 decisions were rendered in
2009, bringing the total number of known
concluded cases to 164. Of these, 62 were
decided in favour of host countries (either
by rejecting the claims at the jurisdictional
stage or on its merits), 47 in favour of the
investor and 55 cases were settled. For the
latter, there is little information available
about the content and financial implications
of such settlements.!!

Awards issued in 2009 addressed numerous
issues/clauses that are of systemic importance
for the IIA regime. They relate, amongst
others, to (i) the definition of investment for
establishing the jurisdiction under an IIA;
(i1) the definition of investment in the con-
text of Article 25 of the ICSID Convention
(Salini criteria); (iii) substantive standards
of protection, such as expropriation, MFN,
FET and full protection and security; as
well as (iv) issues related to the burden and
standard of proof. Some awards increased
the inconsistency and lack of coherence be-
tween arbitral decisions, with the divergence
of judicial opinions being further reflected
by a number of dissenting opinions (for
more on the content of 2009 awards, see
UNCTAD, 2010b).

A notable award in 2009 concerned the Yukos
v. Russia case'? — a multi-billion dollar dis-
pute arising out of the alleged expropriation
of the Yukos Corporation. Here, the arbitral
tribunal addressed, amongst others, issues
related to the provisional application of the
Energy Charter Treaty (ECT).!® The tribunal
ruled that the Russian Federation was bound
by ECT provisions to the full extent, despite
the fact that the Russian Federation had never
ratified the ECT and had officially notified
its intention not to become a Contracting
Party in 2009. The tribunal thus dismissed
the objections to its jurisdiction, and the
case moved to the merits stage.

Developments in 2009 The need to
point to the systemic evo- ensure coherence
lution of the international and reflect

investment regime from a
rapid expansion of ITAs
at the bilateral level to a
more integrated, inclusive
and elaborate approach.
There are indications that
the landscape of the ITA
system is consolidating in

broader policy
considerations into
ITAs is inducing
systemic changes
in the international
investment regime.
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Box I11.6. The Lishon Treaty and competences for FDI in the EU

On 1 December 2009, the Treaty of Lisbon entered into force, amending the EU’s common com-
mercial policy. Article 207 (1) of the Treaty on the Functioning of the European Union (ex Article
133 of the Treaty establishing the European Community) of the Treaty of Lisbon states:

“The common commercial policy shall be based on uniform principles, particularly with
regard to changes in tariff rates, the conclusion of tariff and trade agreements relating to trade
in goods and services, and the commercial aspects of intellectual property, foreign direct
investment, the achievement of uniformity in measures of liberalisation, export policy and
measures to protect trade such as those to be taken in the event of dumping or subsidies. The
common commercial policy shall be conducted in the context of the principles and objectives
of the Union’s external action.” (emphasis added) (Official Journal, C 306, Volume 50).

While the EU already had some competences on investment, this article shifts responsibilities in
the field of FDI from the member States to the EU. Uncertainties remain about the exact extent
of the EU’s new role in this domain, however.

The shift may have important policy implications, both from a European perspective (such as a
strengthened negotiating power in discussions with third countries, efficiency gains in terms of
negotiations, a more harmonized policy approach concerning trade and investment) and from
the perspective of developing countries (facing a negotiating partner with increased political
clout and strength).

Questions remain over: (i) the fate of the high number of existing IIAs concluded by EU member
States in the past; (ii) how to ensure coherence and compatibility in case the EU concludes IIAs
with the same countries as member States, resulting in an overlap of treaty obligations; (iii) how
to determine the standards to be favoured by the EU; (iv) how to approach investor-State dispute
settlement (noting that the EU is not a member of ICSID and, as a supranational organization,
cannot become one under current ICSID rules).

Finally, the competence shift between the EU and member countries may offer opportunities
for novel features in ITA rule-making and a strengthening of these agreements’ development
dimension.

Source: UNCTAD.

Figure I11.3. Known investment treaty arbitrations
(cumulative and newly instituted cases), 1989-2009
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different respects, including through (i) an
increase of plurilateral agreements (more
than two treaty partners) that encompass
investment as one component of a broader
economic agreement; (ii) efforts to create
regional — notably South-South — investment
areas; (iii) the competence shift within the
EU, which is likely to lead to an increasing
number of [TAs by the EU (box II1.6); (iv)
the abrogation of BITs to streamline the
treaty landscape and eliminate contradictions
with other legal instruments; and (v) efforts
by numerous countries to reassess their
international investment policies to better
align them with development considerations
through the revision of their model BITs,
by reviewing their treaty network and its
development implications or by denounc-
ing their BITs.

In parallel, the ISDS system is also evolv-
ing, partly in response to concerns arising
from the increasing frequency of disputes
and the increasing number of divergent
interpretations of treaty obligations made
by international tribunals.'* This evolution
includes the ongoing review of arbitration
rules, a new emphasis on dispute prevention
and alternative dispute resolution (ADR),
and new IIA clauses relating to ISDS.

a. Review of model BITs

Over the past few years, several countries
have either created or revised their model
investment agreement (the Russian Federa-
tion in 2001 with an amendment in 2002,
France in 2006, and Colombia, Mexico,
Austria and Germany in 2008).!5 Others
are currently in the process of developing a
new model BIT (Argentina, the Bolivarian
Republic of Venezuela, Ecuador, Morocco,
the Plurinational State of Bolivia, South
Africa, Turkey, and the United States),!®
and more are planning a review process
(Thailand and India with model BITs dat-
ing from 2002 and 2003, respectively). The
manner in which these review processes are

carried out differ, with different degrees of
transparency and involvement of affected
stakeholders.

Countries usually review their model BITs
to (i) establish clearer rules and ensure
greater precision in treaty-making; (ii) ensure
consistency with the public interest and a
country’s overall economic agenda, includ-
ing the host country’s right to regulate in the
public interest; (iii) seek a balance between
protecting investors and the host country
(including against the adverse effects of
investor—state arbitration); and (iv) adjust
the model BIT to new developments, such
as the interpretations tribunals adopted in
ISDS awards, and bring it up to date.

The model BIT revision process is some-
times triggered by political changes, as in
the case of the Plurinational State of Bolivia
and Ecuador where the adoption of new
constitutions made it necessary to start the
redrafting process.

Updating model BITs can also serve to pro-
nounce a country’s position on the proper
interpretation of particular provisions found
in earlier treaties. It remains to be seen,
however, to what extent arbitral tribunals,
when interpreting these earlier treaties, will
be guided by countries’ views as expressed
in their subsequently revised model BITs.

b. Termination of llAs

Some countries have fundamentally changed
their approach towards BITs and denounced
some of their treaties, setting in motion
the process of terminating them. In Janu-
ary 2008, Ecuador declared its intention to
cancel several of its BITs (with Cuba, the
Dominican Republic, El Salvador, Guatemala,
Honduras, Nicaragua, Paraguay, Romania
and Uruguay).!” That step complemented
i